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NEW HORIZONS IN ACCOUNTING 


THE APPLICATION OF ACCOUNTING TECHNIQUES 
TO PROBLEMS OF SOCIAL ACCOUNTING 


by 


R. L. MatTHEWS, B.COM., A.I.C.A. 


(The Twelfth Commonwealth Institute of Accountants Research Lecture 
in the University of Melbourne, 19 September 1951) 


PART I 
ACCOUNTANTS AND SOCIAL ACCOUNTING 


The stimulating series of lectures which 
Mr. F. Sewell Bray delivered in Australian 
Universities in 1949, as the Commonwealth 
Institute’s research lectures for that year, 
provided many accountants with their first 
glimpse of a study which appears likely to 
develop into a major field of enquiry for 
economists and accountants working to- 
gether. I refer, of course, to the study of 
social accounts, and it is my purpose in this 
lecture to try to open up lines of enquiry 
‘which accountants might profitably pursue 
‘if they are to play a significant role in the 
‘development of social accounting. 


At the outset I am going to suggest that 
Mr. Sewell Bray’s lectures should be re- 
garded as merely pointing the direction in 
‘which accountants should be looking. They 
sketch, as it were, the framework of the 
study of social accounting which we, as 
accountants, should now try to fill in. But 
because Mr. Sewell Bray has set himself 
the task of evolving some kind of funda- 
Mental accounting structure that will meet 
the needs of ‘‘any and every kind of en- 
fity,”’ his lectures do not provide much of 


a 


a guide to accountants wishing to make 
some immediate contribution to the de- 
velopment of social accounting. There are 
two major directions in which accountants 
might perform a useful service in the field 
of social accounting. The first is long-term 
in character, and is concerned with the 
application of accounting principles and 
methods to the derivation of what we might 
eall fundamental truths. This is the direc- 
tion which Mr. Sewell Bray has himself 
taken in his search for ‘‘an accounting 
structure which in some sense obeys a con- 
servation law, such that its form is invari- 
ant no matter what be the qualitative and 
quantitative elements of change to which 
the entity of account is subjected.’"? The 
second is of immediate concern, and relates 
to the application of known and recognized 
accounting techniques to current problems 
of social accounting. It is with this aspect 
of the problem that I shall be concerned 
in this lecture. 


The work which Mr. Sewell Bray is 
doing may have extreme significance in the 
long run, and it is right and proper that 
accountants of Mr. Bray’s standing should 





*The Accounting Mission: Lectures in Account- 
ing Research delivered under the auspices of The 


Commonwealth Institute of Accountants, by F. 
Sewell Bray (M.U.P. 1951). 
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set out to tackle the problems involved. 
But accountants also have a duty to the 
present, and in accepting the need for long- 
term objectives of accounting research we 
should not lose sight of the immediate con- 
tribution which accountants can make to 
the task of widening our knowledge of the 
economic system and the ways in which it 
can be made to function more effectively. 

For that is what social accounting is de- 
signed to do: to increase our knowledge of 
the economy by recording and analysing 
the transactions that take place within the 
economy in such a way that the informa- 
tion thus obtained can be used for purposes 
of formulating policy in the economy. A 
nation’s economic policy is based on infor- 
mation about the economy, derived largely 
from the social accounts, just as an indi- 
vidual firm’s policy is based upon the in- 
formation supplied in the firm’s books of 
account. And who is better fitted for the 
task of providing this information about 
the economy at large than the accountant? 

Yet the fact remains that social account- 
ing has been developed almost solely by 
economists and statisticians who have little 
knowledge of accounting methods, and it is 
not surprising to find many weaknesses in 
the system which has emerged. The first 
task for accountants, then, is to bring their 
specialized knowledge to bear on the prob- 
lem of tidying up the process of social ac- 
counting as it now exists. And when this 
has been done there will still be a fruitful 
field wherein accountants can ply their 
specialized talents. The tidying up needs 
to be carried out in the processes of classi- 
fying and recording the social accounts. 
The more constructive role which the ac- 
countant can play concerns the processes of 
collecting social accounting data, present- 
ing the accounts in a form that can be 
easily understood by non-economists, and 
analysing and interpreting the information 
that they reveal. 


April, 1952 


These are vital tasks. For too long ac. 
countants have been content to sit back and 
allow economists and others to develop a 
system of accounts to which accounting has 
made little contribution except in name. 
For too long economists have been forced 
to develop the techniques of, as well as pro. 
vide the inspiration for, this new study, 
If accountants can only be made to realize 
the nature of the new horizons which have 
opened for them, a significant step forward 
will have been taken in the development of 
accounting thought. This lecture will show, 
I hope, that accountants have much of 
value to put into the study of social ac. 
counting. But I believe that there is some- 
thing of equal importance that they can 
get out of the study—principally as a re. 
sult of their contact with economists and 
the resulting interchange of ideas that 
might be expected to take place. 


My first task in this lecture will be to 
make a brief historical survey of the de- 
velopment of social accounting, and to 
describe the system of social accounts that 
has evolved. This will provide the back- 
ground information necessary for the rest 
of the paper, wherein I shall make sugges- 
tions designed to improve the recording 
and classification processes involved in the 
compilation of a set of social accounts; to 
make greater use of commercial accounts 
and accounting forms in collecting the 
social accounting data; to improve the 
presentation of the social accounts; and to 
provide a basis for analysing the accounts 
and interpreting them in a way that will 
enable the utmost use to be made of the 
information they provide. In each of these 
major fields of accounting, I suggest, the 
accountant has something to offer. And it 
is hardly necessary to look beyond the 
methods and principles that he is already 
using—it is simply a question of applying 
these existing techniques to the new field 
of social accounting. 


HISTORICAL DEVELOPMENT OF NATIONAL INCOME STUDIES IN 
THE UNITED KINGDOM 


Social accounting is a comparatively re- 
cent study, but its roots go far back into 
history. It is not too fantastic to regard 
William the Conqueror’s Domesday Book 


as a kind of essay in social accounting, 
although he was more interested in asses 
ing the extent of the national capital that, 
as has been the case with nearly all subse 
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quent studies, in estimating national in- 
come. 


The first enquiry into national income 
was made by Gregory King in England in 
1696. It is interesting to note that this 
study of King’s was inspired by the same 
kind of motive that has been responsible 
for the very recent development of social 
accounting, viz. a desire to get factual in- 
formation about the economy as a basis for 
economic policy. Gregory King estimated 
England’s national income of the day with 
a view to ascertaining how much taxation 
the economy could support for purposes of 
financing a war with France. According to 
Colin Clark, King’s effort was ‘‘by no 
means a guess, but a carefully compiled 
and checked total based on all the informa- 
tion then available.’”* King’s method of 
estimating national income was to calculate 
the number of households in England 
(from hearth-tax assessments) and esti- 
mate the average income of each type of 
family. Except that domestic servants were 
regarded as members of the family, their 
incomes therefore being excluded from the 
estimates, King’s definition of national in- 
come was similar to present-day concepts. 
He also foreshadowed later developments 
in national income studies by showing how 
income was allocated among consumption, 
taxation, and savings, whilst he seems to 
have been familiar with the concept of 
“net output’’ of individual industries, so 
that his aggregate national income can be 
broken up into income by industries.* The 
three methods of estimating national in- 
come which were to be employed by twen- 
tieth century statisticians—the ‘‘income’’ 
method, the ‘‘expenditure’’ method, and 
the ‘‘production’’ method—were thus all 
employed, in greater or lesser degree, by 
Gregory King. 


After Gregory King some 200 years 
elapsed before another reliable attempt was 
made to investigate national income. This 
was the work of Professer R. L. Bowley 
and Sir Josiah Stamp, and the estimates of 
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national income which they prepared, 
dating from 1860 onwards, can be directly 
related to present-day estimates. 


The data on which the Bowley-Stamp in- 
vestigations were based did not cover the 
whole field of incomes, and for purposes of 
their estimates they were forced to divide 
income into three classes: income subject 
to income tax; wages; and ‘‘intermediate’’ 
income (i.e. non-wage income not subject 
to tax). The first of these was estimated by 
Stamp on the basis of income tax assess- 
ments,* the second by Bowley on the basis 
of wage statistics,® and the gap which re- 
mained was filled in by estimates which 
Bowley made following a systematic survey 
of the whole field.® 


Important features about the work by 
Bowley and Stamp are: firstly, the fact 
that they were operating as statisticians, 
working from statistical data and making 
use of statistical techniques; secondly, that 
the prime purpose of their investigations 
was to measure national income over a 
period (as a guide to economic progress) 
and to break down income so as to show its 
distribution between social classes (wage- 
earners, profit-recipients, ete.) and accord- 
ing to various sizes of income. National in- 
come was to be used as some kind of 
measure of economic welfare. 

Welfare considerations also seemed to 
prompt the next important work done in 
the field of national income, that carried 
out by Colin Clark.‘ Mr. Clark’s method 
of estimating national income was similar 
to Bowley’s—he added together estimates 
of assessable incomes, wages, other non- 
taxable incomes, agricultural income, and 
government income from indirect taxes, 
trading services, and international trans- 
actions. 


But in one important respect National 
Income and Outlay broke new ground: as 
the title of the book suggests, some em- 
phasis was given to national expenditure 
as well as to national income. Even so, 
Mr. Clark was content to treat the expen- 
diture side of the account as something in 





*National Income and Outlay, by Colin Clark 
(MaeMiilan 1937), p. 210. 

*Ibid., p. 226. 

‘British Incomes and Property 1916. 

*The Division of the Product of Industry. 


* The Change in the Distribution of the National 
Income 1880-19138. See also The National Income 
1924, by R. L. Bowley and Sir Josiah Stamp. 


™The National Income 1924-31 (MacMillan 
1932) and National Income and Outlay (MacMil- 
lan 1937). 
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the nature of a statistical check on the in- 
come side. But while the integration of the 
income and expenditure flows into a set of 
double-entry accounts was left for future 
economists to do, Mr. Clark did show how 
national income was allocated between con- 
sumption and saving, and how the level of 
investment (i.e. capital formation) was an 
important factor influencing the level of 
income. Insofar as Mr. Clark was groping 
towards a classification of national expen- 
diture into consumption and investment 
categories, his work may be regarded as a 
watershed dividing al! previous national 
income studies from those subject to the 
influence of Keynes’ General Theory of 
Employment Interest and Money.§ 


As with so many other branches of 
economics, Keynes’ book represents a land- 
mark in the development of social account- 
ing. Whereas all previous national income 
studies had been mainly concerned with 
considerations of welfare, all subsequent 
studies were to have as their object the 
measurement of income and expenditure 
flows in such a way as to facilitate action 
directed towards the maintenance of a high 
level of activity. Subsequent studies may, 
in fact, be regarded principally as an at- 
tempt to give quantitative expression to 
some of the Keynesian variables—income, 
consumption, saving, investment, and 
others—whose movements were shown by 
Keynes to be determining factors in influ- 
encing the level of economic activity. 

The significance which the British Gov- 
ernment attached to these ideas was under- 
lined in April 1941, when the Chancellor 
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of the British Exchequer presented to Par- 
liament, on the occasion of the Budget, a 
White Paper entitled An Analysis of the 
Sources of War Finance and an Estimate 
of the National Income and Expenditure in 
1938 and 1940.° 

This White Paper was divided into two 
parts, the first of which contained a series 
of estimates designed to assess the magni- 
tude of Britain’s war effort and analyse 
sources of war finance. The wheel had 
turned full circle and, as inthe days of 
Gregory King, estimates of national income 
were produced with a view to assisting in 
the formulation of war-time economic 
policy. The second part of the White 
Paper was concerned with national income 
and expenditure proper, and economists 
were quick to grasp the significance of the 
government’s action in presenting national 
income estimates as a supplement to the 
financial statement outlining the govern- 
ment’s fiscal policy for the ensuing twelve 
months. ‘‘The publication of this docv- 
ment,’’ Mr. N. Kaldor said in a review 
article,?® ‘‘marks the official recognition of 
a very important principle, that in order to 
pass judgment on the financial system of 
the nation, it is necessary to review the 
national accounts, and not merely the gov- 
ernment accounts which are presented in 
the budget. It is impossible to judge in- 
telligently the system of taxation, or the 
scale of public expenditures, without a 
quantitative record of the total economic 
activity of the nation, which forms the 
background.’’ 


Three main tables were presented, classi- 
fied as follows :— 


Estimates oF Net NaTIONAL INCOME AND EXPENDITURE 


Income 
Rents 
Profits and Interest 


Salaries 
Wages 
Other Income 


Net National Income 


Expenditure 
Personal Expenditure (market 
prices) 
Expenditure by Government and 
Local Authorities .. 
Net Investment*® i 
Indirect Taxes (negative item) .. 


Net National Expenditure .. 


*Residual item. 


——— 





*MaeMillan (1936). 
*Comd. 6261. 


«<The White Paper on National Income & Ex 
penditure,’’ Economic Journal, June-Sept. 1941. 
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EsTIMATES OF PERSONAL INCOMES, PERSONAL EXPENDITURE, AND PERSONAL SAVINGS 


Income 


Net National Income 
Add Transfer Payments 


Deduct— 
Direct Tax 
Impersonal Incomes: 
(a) Undistributed 
Profits ‘ 
(b) Investment in- 
come of Chari- 
ties F 
(ec) Government in- 
come 


Personal Incomes . 


Expenditure 


Food, Drink, Tobacco .. 
Rent, Rates, Fuel .. 
Clothing, Laundry ar 
Private Motor Vehicles 
Other Travel . my | 4 
Other Goods and Services .. 


Total Personal 
(market prices) 
Gross Personal Savings* 


Expenditure 


Personal rT and Sav- 
ings oe ae te 


*Residual item. 


EstTIMATEs OF Net Funps AVAILABLE TO GOVERNMENT FROM PRIVATE SOURCES 


Income 


Gross Personal Savings and Net 
Disinvestment ne 

Impersonal Savings 

Excess of Tax Liabilities over r Tax 
Payments 


Funds Available to Government 
from Private Sources .. 


It should be noted that these estimates 
were still national income estimates rather 
than social accounts. New ground had in- 
deed been broken when the estimates were 
presented in account form, thus serving to 
emphasize the two-sided nature of all trans- 
actions within the economy and paving the 
way for the subsequent compilation of an 
integrated double-entry system of national 
accounts—the social accounts as we have 
come to understand them. Moreover, esti- 
mates were provided for the key Keynesian 
variables—consumption, savings, and in- 
vestment—and recognition was given to the 
fact that the size and direction of the 
various income and expenditure flows are 


Expenditure 


Total Government Expenditure £ 
Less Total Revenue 


Excess of Expenditure x 

Net Receipts — Extra Budgetary 
Funds ; 

Death Duties 


Funds Required by Government 
from Private Sources .. 


no less important than figures for aggre- 
gate income and expenditure. But the prin- 
cipal difference between the White Paper 
and previous national income estimates lay 
in the underlying purpose for which the 
estimates were being prepared. Formal 
differences between the White Paper and, 
say, Colin Clark’s work were not very 
great, and although the White Paper esti- 
mates were given official sanction they were 
still nothing more than rough approxima- 
tions which measured, in some cases, 
nothing more than ‘‘the relative orders of 
magnitude involved.’’ Some of the most 
important items, it will be noted, were not 
independent calculations at all but were 
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obtained as balancing items after estimates 
had been made for every other item in the 
account. 

Formal changes became more marked in 
subsequent White Papers on national in- 
come and expenditure, when a table was 
added in respect of ‘‘The Income, Deficit, 
and Expenditure of Public Authorities’’; 
and when the table on ‘‘Private Income 
and Outlay’’ was subdivided into two parts 
—personal and impersonal. With these re- 
finements the process was virtually com- 
pleted whereby the economy was broken 
down into sectors—government, private, 
and business. The way was now paved for 
the next major advance, the explicit adop- 
tion of an accounting approach to the prob- 
lem of recording the estimates. 

This step was taken with the presenta- 
tion, in the 1945 White Paper," of a ‘‘con- 
nected description of the basic national in- 
come concepts and of the manner in which 
the data should be arranged for tabular 
presentation.’’!? It was shown how the 
economy may be divided into sectors, and 
how the main table of national income and 
expenditure may be built up by selecting 
appropriate items from the accounts of 
those sectors. Four accounts were presen- 
ted :— 

Private Current Account— 
(a) Personal; 
(b) Other Private ; 
Current Account of Public Authori- 
ties ; 
Combined Capital Account; 
Transactions of the Rest of the World 
with the United Kingdom. 

These four accounts, it was explained, 
covered the whole economy and from them 
could be compiled the aggregate national 
income and expenditure table. 

Thus the stage had at last been reached, 
in regard to the formal presentation of 
national income estimates, where an under- 
lying, unifying principle could be dis- 
cerned: the adoption of a double-entry ap- 
proach for the recording of all transac- 
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tions, and the division of the economy into 
sectors whose accounts could record the 
double entry. For the first time the esti- 
mates could be regarded as accounting 
statements rather than statistical tables. 
Not that the system of accounts which was 
presented was an integrated system in the 
same sense that the books of account of a 
firm provide a systematic record of the 
firm’s transactions. Much of the double 
entry had to be taken on trust, and there 
was no flow of national income and expen- 
diture items out of these accounts into the 
national income and expenditure account 
proper as there is a flow of profit and loss 
items into the profit and loss account of a 
firm. The national income and expendi- 
ture account could only be built up after 
a most complicated process of selecting 
relevant items from the other four ae- 
counts, and to do this a specialized know- 
ledge of national income and expenditure 
concepts was necessary.’* This latter weak- 
ness has not yet been remedied, but a 
means of incorporating the national income 
and expenditure account in the framework 
of accounts will be suggested later in this 
lecture. 

The task of completely integrating the 
system to provide a clearly recognizable set 
of doubfe-entry accounts was first tackled 
in 1947 by Mr. J. R. N. Stone,'* who has 
been a pioneer in the development of social 
accounting. Mr. Stone followed this article 
with a detailed memorandum,’ running 
into 113 pages, in which he showed how a 
framework of social accounts might be 
built up to record the transactions that 
have occurred within the economy. The 
essence of social accounting, as opposed to 
statistical measurement oi national income 
concepts, was shown by Stone to be its con- 
centration on this recording of constituent 
transactions, and its emphasis on the 
mutual interdependence of those transac- 
tions in place of the old-fashioned emphasis 
on aggregates. 

Stone built up his system of social ac- 
counts by combining all accounting entities 





1 An Analysis of the Sources of War Finance 
and Estimates of the National Income §& Expendi- 
ture in the Years 1938 to 1944 (Comd. 6623). 


«<The 1945 White Paper on National Income 
and Expenditure,’’ Economic Journal, December 
1945, by M. Gilbert and G. Jaszi. 


See appendix by Richard Stone to U.N. Re 
port on Measurement of National Income and the 
Construction of Social Accounts, Chapter II. 

4 ¢¢The Measurement of National Income & Ex- 
penditure,’’ Economic Journal, Sept. 1947. 

% Appended to U.N. Report on Measurement of 
National Income and the Construction of Social 
Accounts (U.N. Geneva 1947). 
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responsible for undertaking transactions 
into five functional sectors: 

Productive Enterprises ; 

Financial Intermediaries ; 

Insurance and Social Security Agen- 

cies ; 

Final Consumers; 

The Rest of the World. 
He did not regard ‘‘Public Authorities’’ 
as a separate sector, because he thought 
public authorities will be represented in all 
five sectors (Stone differs from most other 
authorities in this regard). Each entity 
was given a number of accounts, corres- 
ponding to an operating account, an ap- 
propriation account, and a capital account 
(the latter being subdivided into a capital 
account proper, to record transactions of a 
real nature, and a reserve account, to 
record changes in reserves and financial 
claims). 

Finally, Stone classified all transactions 
according to the ‘‘economie consideration 
against which money passes.’’ This re- 
sulted in a threefold classification accord- 
ing to whether the consideration was: 

(a) nothing — unilateral or transfer 
payments ; 

(b) something real — purchases of 
goods and services; 
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(c) something nominal—transfers of 
eash and financial claims. 


Stone’s system resulted in 24 accounts 
and 288 entries, and is too complex to be 
recorded here. Since 1947 Stone’s memor- 
andum, and the U.N. Report which: was 
based upon it, have been used as a frame- 
work for the annual presentation, by the 
Statistical Office of the United Nations, of 
national income statistics of some 32 coun- 
tries. Stone’s system has since been sim- 
plified, by Stone himself and by other 
economists, notably Dr. J. B. D. Derksen 
and Mr. Richard Ruggles.’® Finally the 
task has been given to accountants, such as 
Mr. Sewell Bray, of ensuring that ‘‘the 
accounting is sound from a professional ae- 
counting point of view.’’!* 


It is the principal purpose of this lecture 
to suggest that the latter process is not 
proceeding quickly enough. Nor should 
the work of accountants be confined to 
checking the system developed by econom- 
ists and statisticians. Accountants are 
capable of a much more positive contribu- 
tion to the development of social account- 
ing, as I shall endeavour to show later. 
Before tackling this task, however, it will 
be convenient to trace the development of 
national income studies in Australia. 


NATIONAL INCOME STUDIES IN AUSTRALIA 


As might perhaps be expected, Austra- 
lian national income studies have developed 
along parallel paths to those of the United 
Kingdom, progressing from a welfare ap- 
proach to a fiscal approach and from statis- 
tical tabulation to social accounting. 

The pioneer work in Australia was done 
by Sir Timothy Coghlan, N.S.W. Govern- 
ment Statistician, who in 1887 made an 
estimate of total income for the State of 
N.S.W., based on estimates of the net out- 
put of every industry (productive and ser- 
vice) in the State. The purpose of 
Coghlan’s work is suggested by the title of 
his book, The Wealth and Progress of 
N.8S.W. 1886-7. In 1901 Coghlan followed 
up these estimates with similar estimates 
for the whole of Australia. 


Apart from a War Census of 1914-15, 
which does not seem to have been very re- 
liable, the next important study of Austra- 
lian national income was undertaken by 
Mr. J. T. Sutcliffe in 1926.'* Sutcliffe’s 
aim was to provide a factual basis for dis- 
cussion about ‘‘the relationship between 
employer and employed, and also the prob- 
lem as to the equitable distribution of the 
products of industry.’’ He made two series 
of estimates — aggregate production and 
aggregate incomes—and used one result as 
a check against the other. But lack of 
statistical data meant there was a good deal 
of guesswork involved in both of his lines 
of enquiry. The production method necessi- 
tated the adding up of recorded production 
of primary and secondary industries, 





*See A Simplified Sysi:m of National Accounts, 
published by O.E.E.C. (April 1950); National In- 
come Accounting, by Richard Ruggles (E.C.A. 
1880): National Income Statistics 1938-48 (U.N. 


7 Social Accounts and the Business Enterprise 
Sector of the Economy, by F. Sewell Bray (C.U.P. 
1949). 


1% The National Dividend. 
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adding a fixed percentage, based on the 
1921 census, to cover the unrecorded pro- 
duction of tertiary industries. But because 
tertiary industries were expanding more 
rapidly than the industries whose produc- 
tion was recorded, this device introduced a 
bias to the estimates over a period of time. 
Similarly in the income method Sutcliffe 
was handicapped by a lack of information 
regarding all income earners—the only re- 
liable data then available being in respect 
of the relatively small number of incomes 
subject to income tax. 


The next Australian estimates are noted 
for their ingenious use of existing data, by 
the application of new statistical tech- 
niques, rather than for their presentation 
of additional data. In 1938 Colin Clark 
and J. G. Crawford prepared estimates of 
The National Income of Australia’ with a 
view to measuring ‘‘recent changes in the 
Australian national income’’ and assessing 
‘the significance of changes in its composi- 
tion.’’ Thus welfare considerations promp- 
ted this work also. But although the 
authors admitted that they had to rely very 
much on ‘‘shrewd conjecture,’’ they did 
introduce some important refinements in 
technique; and although they continued to 
estimate unrecorded items by adding fixed 
percentages to recorded statistics, they in- 
creased the number of steps and, by thus 
reducing the relative importance of each 
estimate, they reduced the overall probable 
error. As with Sutcliffe, two methods of 
estimating national income were employed ; 
** incomes received ’’ and ‘‘ production.’’ 
The principal innovation was to base the 
estimate of non-taxable incomes on some 
data on income distribution prepared by 


Mr. S. R. Carver. 


The publication of official statistics was 
delayed until 1945, when the Common- 
wealth Treasurer issued, as part of his 
Budget papers, Estimates of National In- 
come and Public Authority Income and 
Expenditure.?® As with the early United 
Kingdom White Papers, these were a series 
of tables and not an integrated system of 
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social accounts. But the estimates were 
breaking new ground in several directions: 
firstly they drew on improved sources of 
data (e.g. pay-roll tax returns) ; secondly 
they featured the same new approach that 
characterized the official U.K. estimates— 
they were definitely intended to be used as 
data papers in formulating economic policy 
in general and fiscal policy in particular; 
and thirdly they incorporated a new 
method of presentation, the account form, 
which emphasized the various income and 
expenditure flows within the economy as 
well as the aggregate figures for the 
economy as a whole. 

The contents of the White Paper were 
described briefly by the late Professor 
Giblin in the following terms: ‘‘It begins 
with a short but luminous explanation of 
the elements of national income. Tables 
follow, setting out, for each year from 
1938-9 on, the main elements of net and 
gross National Income and Expenditure; 
private income and outlay, divided into 
personal and non-personal; the income and 
expenditure of all public authorities com- 
bined ; the details of deficiencies, borrowing 
and lending from various aspects; and last 
of all the startling story of the balance of 
payments over the war years.’’*! 

A similar pattern of accounts was con- 
tinued in the 1946 White Paper, but in 
1947 there occurred the same kind of 
transition, to an integrated set of social ac- 
counts, that we have already noted in the 
White Papers of the United Kingdom. It 
was explained that ‘‘in analysing the 
money fiows in the community which give 
rise to the national income and indicate its 
distribution for various purposes, it is con- 
venient to divide the economy into sectors 
and examine the income and expenditure 
in each sector.’’?? Current accounts were 
provided for four sectors—Business Under- 
takings, Public Authorities, International 
Payments, and Persons—and a fifth ac- 
count contained details of all capital trans- 
actions that occurred within the economy. 

In 194873 an additional account was in- 
troduced by dividing ‘‘Business Under- 
takings’’ into ‘‘Trading Enterprises’’ and 





” Angus & Robertson. 


®Comd. F 5234. The White Paper, like most 
other recent developments in national income ac- 
counting in Australia, was the work of Mr. H. P. 
Brown. 


2 <¢Estimates of National Income and Public 
Authority Income and Expenditure,’’ Econom 
Record, December 1945. 

* National Income § Expenditure 1946 (Comé. 
F 5546), p. 5. 

* Comd. 4665. 
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New Horizons in Accounting—continued 
‘Financial Enterprises.’’ The Australian 
White Papers are perhaps clearer in their 
presentation of the social accounts than are 
similar overseas publications. Because they 
are nearer home and because they suffer 
from most of the limitations (from an ac- 
counting point of view) that characterize 
the latter, it will be convenient to concen- 
trate on the Australian accounts for pur- 
poses of illustrating the rest of this paper. 
In this brief historical survey of the de- 
velopment of social accounting, attention 
has been confined to the United Kingdom 
and Australia, but it should be recorded 
that many other countries have adopted a 
similar approach.** There has not been 
space to record the work done in America 
by Simon Kuznets and other economists of 
the National Bureau of Economie Research 
or, more recently, by economists in the 
national income division of the Department 
of Commerce. The U.S. Department of 
Commerce had, at the direction of the 
Senate, been preparing national income 
statistics at intervals since 1934; in 
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1943 regular publication commeneed in the 
Department’s Survey of Current Business. 
The adoption of a social accounting ap- 
proach, similar to that described above for 
the United Kingdom and Australia, began 
in 1947, when the whole body of national 
income statistics was presented as ‘‘an 
inter-related and consistent system of 
national economic accounting.’’ The five 
accounts which make up the American 
social accounting framework— 

Consolidated Business Income and 

Product ; 
Consolidated Government 
and Expenditure ; 

Rest of the World; 

Personal Income and Expenditure ; 

Gross Savings and Investment— 
are very similar to the Australian accounts. 
In a statistical as opposed to an accounting 
sense, the United States national income 
estimates are probably the best in the world 
—some 48 tables are provided, and these 
analyse national income and expenditure, 
and their component parts, in every con- 
ceivable way. 


Receipts 


THE SOCIAL ACCOUNTING FRAMEWORK 


What, then, is the system of social ac- 
counts that has emerged from this develop- 
ment? The social accounting approach has 
been described in the following terms :—** 

“It has come to be realized in recent 
years that national income studies which 
had their origin in an attempt to measure 
certain broad totals have a much more gen- 
eral interest and usefulness if they provide 
information on the structure of the con- 
stituent transactions and on the mutual 
interdependence of these transactions. This 
is particularly true when national income 
studies are used in connection with the 
formulation of economic policy, since in 
this case it is the interrelationship of trans- 
actions that is important, rather than indi- 
vidual totals, such as the national income 
or gross national product... . 

‘The social accounting approach may be 
described briefly as follows :— 

‘Instead of seeking to build up a single 
total, such as the national income, an in- 
vestigation is first made of the classification 
of accounting entities, of the types of ac- 
counts that they keep and of the transac- 


tions into which they enter. In this way, 
all the transacting entities of an economic 
system are classified into broad sectors such 
as productive enterprises, financial inter- 
mediaries and final consumers, and a series 
of accounts for each of these sectors is set 
up, in which the separate entries represent 
economically distinct categories of trans- 
action. Economie activity is represented by 
money flows and related bookkeeping trans- 
actions, actual or imputed, between ac- 
counts. The national income and other 
similar aggregates are obtained from the 
system by selecting and combining the con- 
stituent entries in the accounts.’’ 

The accounting entities which are usual- 
ly distinguished are :— 

Business Undertakings, 
Consumers, 

Public Authorities, 
The Rest of the World. 

The framework of accounts which is con- 
sidered appropriate for Business Under- 
takings follows, naturally enough, the kind 
of accounting reports prepared by an indi- 
vidual business. It is usually considered 





“See the U.N. Study (op. cit.), p. 8. 


U.N. Study (op. cit.), p. 7. 
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New Horizons in Accounting—continued 
desirable to have a trading account, an in- 
come account, and an appropriation ac- 
count in regard to current transactions; 
and a capital account, divided among 
savings and investment transactions on the 
one hand and borrowing and lending trans- 
actions om the other, in regard to capital 
transactions.” In theory these accounts 
represent the consolidated accounts of all 
business undertakings in the economy. But, 
of course, the difficulties which attend the 
consolidation of the accounts of a group of 
companies are magnified many times when 
the accounts of every business undertaking 
in the economy are aggregated. In prac- 
tice the figures which go to make up the 
consolidated accounts are derived mainly 
from statistical, and not from accounting 
sources. Business undertakings normally 
include companies, unincorporated busi- 
nesses, farms, professions, government 
trading enterprises, and private persons in 
their capacity as landlords (by convention 
owners of dwellings which they occupy 
themselves are also included). 

Sometimes the business undertakings 
sector is divided into trading (i.e. trading 


and manufacturing) enterprises and finan- 
cial intermediaries, the latter comprising 


banks, assurance companies, provident 
funds, and other institutions whose func- 

tions are of a purely financial nature.”* 
Consumers receive their income from 
wages and salaries, profits (of unincor- 
porated businesses), dividends, and inter- 
est. In addition some of them receive trans- 
fer payments (social service payments etc.) 
from the government. Consumers allocate 
their expenditure between the purchase of 
consumer goods and services (consump- 
tion), taxation, and saving. One current 
account, an income account, is probably 
sufficient for consumers, and as with busi- 
ness undertakings the capital account will 
be divided into two parts, one for savings 
and investment and one for borrowing and 
lending. The savings-investment account of 
consumers will be restricted to savings, be- 
cause a consumer is unable to undertake 
investment in his capacity as consumer. 
(Continued 
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The purchase of a house is regarded as a 
transaction affecting the business under- 
takings sector of the economy, and expen. 
diture on durable consumer goods is con- 
ventionally regarded as consumption. 

Consumers include all persons (in their 
personal capacity), and sometimes non- 
profit organizations, and governments in 
their capacity as providers of ‘‘collective 
consumption.’’ 

Public Authorities include all agencies of 
government—Federal, State, and local— 
but exclude the business undertakings 
which are operated by any of these. The 
social accounts of public authorities are de- 
rived simply by consolidating the revenue 
and expenditure accounts of all public 
authorities. All current transactions ean be 
recorded in a revenue account, which will 
record taxation and surplus of government 
enterprises on the revenue side and expen- 
diture on current goods and services, in- 
terest, and transfer payments on the ex- 
penditure side. The balancing item will be 
surplus or deficit, which is transferred to 
the capital account. The capital account, 
as before, can be divided into a savings- 
investment account and a borrowing-lend- 
ing account. 

It will be noted that no appropriation 
account is required for consumers or publie 
authorities. The balance of their income or 
revenue account is regarded as savings (or 
dis-savings) and not as profit. 

The fourth sector is the Rest of the 
World, and this is regarded as an account- 
ing entity in whose accounts are recorded 
all the transactions that take place between 
other sectors of the economy and the out- 
side world. The accounts of the rest of the 
world, which can be divided into a current 
account and a capital account, are nothing 
more nor less than the country’s balance 
of payments. 

So much for the classification into ae- 
counting entities and an explanation of the 
type of accounts that each will need to 
record its transactions. It remains to 
classify the transactions themselves. From 
the above description of transactions as 
they affect the various sectors of the 


on page 115) 





* Cf. Social Accounts and the Business Enter- 
prise Sector of the National Economy, by F. 
Sewell Bray (C.U.P. 1949); and Some Aspects of 
Social Accounting ; Interest and Banke, by H. P. 
Brown (A.N.Z.A.A.8. Paper 1949). 


* Cf. H. P. Brown, op cit.; and J. R. N. Stone, 
op. cit. 
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wk New Horizons in Ascounting—centipned (c) Transfer Payments. 
der. economy, the following classification®® can 
Den- be made :— 
con- 1. Current Transactions— 2. Capital Transactions— 
(a) Purchases and Sales of Goods 
heir and Services. 
non- (b) Payments for Factor Ser- \ 
; in vices. (b) Lending and Borrowing. 
tive =Cf. J. BR. N. Stone (op. cit.), pp. 27-8; and Derksen (National Institute of Economie & Social 
A System of National Book Keeping, by J. B. D. Research Occas. Papers), p. 4. 


(d) Surpluses (and Deficiencies). 


(a) Saving and Capital Forma- 
tion (i.e. Investment). 
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= ACCOUNTANTS SHOULD FIGHT AND HELP TO CONTROL INFLATION, 
nent RATHER THAN ONLY ADJUST TO IT 





The evils of the inflation itself should not escape notice, and proposals to adapt 
ee accounting to inflation should not divert attention from the more important task of 
1 be controlling and limiting it. The late Lord Keynes wrote some of his most impressive 
a@ words on the subject (in Essays in Persuasion). He dwelt constantly on the dis- 
ruptive and demoralizing effects of inflation, saying that nothing is more effective 
in setting class against class in mutual recrimination and distrust, and that debauch- 
ing the currency was Lenin’s favourite prescription for destroying a capitalist society. 


unt, 
ings- 
end- 
The most needed and the most fruitful policy is for economists and accountants to 
ation unite in explaining to all groups the baleful results of the inflationary process and 
ublie in urging the government to control it. Advantages are claimed for a moderate in- 
1e OF flation, but we pay a dangerous price for these advantages. The well-known ten- 
; (or dency of governments to regard inflation as an easy way out of their dilemmas is not 
one which accountants will wish to encourage. Another reason for not accepting the 
the proposal on depreciation on the present inflated price levels is that such a step might 
yunt- in itself have inflationary tendencies of its own and make accountants party to the 
rded next inflationary spiral. The write-ups of the nineteen-twenties were afterwards re- 
ween garded as having contributed their share to the inflation, and accountants did not 
out- escape criticism by saying that they merely recorded what had happened, without 
f the endorsing it. It will be more constructive if accountants now stand their ground. 
rrent 
thing 
lance 


This is not an essay in economics, but an accountant may perhaps be permitted 
to wish that the disciples of Keynes would give more heed to his views on inflation. 
If they would fight against it as powerfully as he did, society would be happy, and 
the accounting problem here discussed would be less troublesome. 


0 at- 
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yes —From T. H. Sanpers, 1949 Dickinson Lectures, Harvard University, 
3 to Journal of Accountancy, March, 1950. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


ACCOUNTING AND PRICE-LEVEL CHANGES 


What may come to be regarded as a mile- 
stone in, the evolution of accounting 
thought on this vexed question is the issue 
by the Committee on Concepts and Stan- 
dards Underlying Corporate Financial 
Statements, of the American Accounting 
Association, of Supplementary Statement 
No. 2. A statement issued by the Commit- 
tee in 1948 opposed departure from the 
historical-cost basis in financial statements. 
This supplementary statement, issued in 
August 1951, still adheres to the historical- 
eost basis for conventional financial state- 
ments, but approves the use of supplemen- 
tary statements showing the effects of 
price-level changes upon net income and 
upon financial position. The full text of the 
August 1951 statement appears in The 
Accounting Review, October 1951, and in 
The Journal of Accountancy, October 1951. 
The Committee’s conclusions are sum- 
marized thus :— 


1.In periodic reports to stockholders, the 
primary financial statements, prepared 
by management and verified by an inde- 
pendent accountant, should, at the pres- 
ent stage of accounting development, 
continue to reflect historical dollar costs. 

. There is reason for believing that know- 
ledge of the effects of the changing value 
of the dollar upon financial position and 
operating results may be useful infor- 
mation, if a practical and substantially 
uniform method of measurement and dis- 
closure can be developed. 

. The accounting effects of the changing 
value of the dollar should be made the 
subject of intensive research and experi- 
mentation; the specific significance of 
the basic problem should be determined 
with as much accuracy as possible; the 
means of its solution, if its significance 
warrants, should be thoroughly investi- 
gated. 

. The effects of price fluctuations upon 
financial reports should be measured in 
terms of the overall purchasing power of 
the dollar—that is, changes in the gen- 
eral price level as measured by a general 
price index. For this purpose, adjust- 


ments should not be based on either the 
current value or the replacement costs 
of specific types of capital consumed. 

. The measurement of price level changes 
should be all-inclusive; all statement 
items affected should be adjusted in a 
consistent manner. 


. Management may properly include in 
periodic reports to stockholders compre- 
hensive supplementary statements which 
present the effects of the fluctuation in 
the value of the dollar upon net income 
and upon financial position. 

(a) Such supplementary statements 
should be internally consistent: the 
income statement and the balance 
sheet should both be adjusted by the 
same procedures, so that the figures 
in such complementary statements 
are co-ordinate and have the same 
relative significance. 

Such supplementary statements 
should be reconciled in detail with 
the primary statements reflecting 
unadjusted original dollar costs, and 
should be regarded as an extension 
or elaboration of the primary state- 
ments rather than as a departure 
therefrom. 

Such supplementary _ statements 
should be accompanied by comments 
and explanations clearly setting 
forth the implications, uses, and 
limitations of the adjusted data. 

The October issue of The Accounting Re- 

view has a wealth of other articles o 

aspects of the problem. 


D. A. Litherland, on fixed asset replace- 
ment a half-century ago, interestingly re 
views the way in which the concept of de- 
preciation as a cost evolved in the early 
nineteenth century from the older concept 
of depreciation as a means of providing for 
replacement. The article brings out clearly 
the rigid distinction which was drawn fifty 
years ago between fixed and circulating 
capital (and which was well exemplified m 
the Lee v. Neuchatel Case), and the way 1 
which this distinction arose from the 
economic writings of Adam Smith. 
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Current Problems—continued 


L. J. Benninger maintains that a new 
concept is now needed. Accounting hither- 
to has been directed towards the presenta- 
tion of formal, single-purpose, all-inclusive 
periodic statements expressed in historical 
terms. The need now is for accounts so 
constructed as to be of varied usefulness. 
‘‘No narrow interpretation, such as records 
solely in terms of original cost or replace- 
ment cost is implied’’ in the requirement 
that accounting must be accurate and ob- 
jective. ‘‘In the firm’s records there will 
appear, where necessary, yesterday’s costs, 
today’s costs and such future costs as are 
capable of forecast and measurement.”’ 

Abe L. Shugerman examines the rival 
claims of historical costs and deferred costs 
as basic concepts for financial-statement 
valuations. Each, he thinks, has merits and 
defects. It is possible to design a procedure 
that will combine them so as to amalgamate 
their advantages and eliminate their unde- 
sirable features. This procedure might be 
developed either through separate sets of 
statements, or through a single set of state- 
ments expressed in dual values. He leans 
towards the second alternative. 


John E. Kane distinguishes between 
structural changes in price levels and 


general price-level changes. Structural 
changes are changes in the price levels of 
certain commodities as compared with 
others, and it is important that such 
changes should be distinguished from gen- 
eral price-level changes. The conflict be- 
tween accounting regarded as the art of 
matching actual cost with revenue and ac- 
counting regarded as the art of valuation 
has led to a fundamental difference of 
opinion. The article probes the theoretical 
considerations which lie at the heart of the 
problem. 

Delmer P. Hylton, in an article entitled 
“Should Financial Statements Show 
Monetary or Economie Income?’’ contends 
that economic income is an elusive and 
variously-defined concept. Economic ex- 
perts are by no means in agreement as to 
how it should be or could be measured. In 
these circumstances, he enquires, would it 
be wise for accountants to attempt to show 
economic income? The arguments in favour 
of such an attempt are examined and re- 
jected. ‘‘Until all business transactions are 
by some means converted from the basis of 
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monetary units to purchasing power or 
some other method of reporting ‘economic 
income’, it seems that accounting state- 
ments will best serve their purpose by ad- 
hering to the usual and accepted standard 
of measure, the dollar.’’ 

Eldon 8. Hendriksen, on the influence of 
depreciation accounting on national in- 
come, contrasts the accounting definition 
of depreciation, namely assignment of costs 
to accounting periods, with the economic 
definition, namely maintenance of capital. 
Depreciation accounting affects general 
economic activity in four ways— 

(a) through its effect on dividend 

policy ; 

(b) through taxation ; 

(e) through psychological 

government policy; and 

(d) through its effects on expectations 

of future profits. 

He thinks there is no good case to support 
the view that normal depreciation rates are 
too low for the maintenance of capital, and 
that it is unlikely that they are too high, 
thus causing ‘‘forced savings,’’ but there 
is some argument in favour of depreciation 
methods which would provide for higher 
charges during periods of high activity, 
and smaller charges during periods of low 
activity. The use method would be the 
most practical. Depreciation charges based 
on replacement cost or on purchasing- 
power indexes would also further increase 
the economic significance of accounting- 
depreciation. 

‘‘A Critical Analysis of Accounting 
Concepts of Income,’’ by Norton M. Bed- 
ford, is a very useful examination of con- 
cepts of income as expounded in the re- 
search bulletins of the American Institute 
of Accountants and in the 1948 Revision of 
Concepts and Standards Underlying Cor- 
porate Financial Statements of the Ameri- 
ean Accounting Association. The author 
points to differences of opinion on the three 
important aspects: what is income? whose 
income should be reported? and when 
should income be recognized? He concludes 
that considerable development in account- 
ing must take place before complete con- 
sistency will exist. 

Another interesting article on the infla- 
tion problem appears in The Accountant, 
22 September 1951. A. H. Taylor, on cost- 
ing for inflation—-a wider interpretation of 


effects on 
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Current Problems—continued 

integrated cost and financial accounts, is a 
strong advocate of replacement costs for 
costing purposes, though he accepts the 
orthodox view for financial-accounting pur- 
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poses. In order to reconcile the two con. 
cepts, he suggests costing ‘‘should repre. 
sent a complete analysis of the financial ae. 
counts, including provisions and appropri- 
ations for maintaining the capital.’’ 


' MANAGEMENT ACCOUNTING 


The Cost Accountant, September 1951, 
has two interesting descriptive articles. 
K. G. Vickers, on standard cost accounting 
in practice, is a paper on ‘‘some points in 
the practical application of standard cost- 
ing.’’ The article covers the fixing of stan- 
dards of output and expense, the ascertain- 
ing and use of product costs, the recording 
of actual performance in comparison with 
standards, the presentation of information, 
and accounting procedures. 


H. Tennant, on research development 
and design costs, describes a ‘‘reasonably 
simple’’ system designed to achieve the 
objective of financial control and costing, 
but which would not unduly restrict 
laboratory activities. He touches on the 
question of inclusion of development costs 
in product costs, and suggests that each in- 


dustry should develop a uniform practice 
in this respect. 


The Canadian Chartered Accountant, 
September 1951, contains the third and last 
of a series of articles on control of assets, 
by W. G. Leonard. This article continues 
a discussion in the second article on inven- 
tory controls and goes on to the control of 
investment securities and long-term assets, 
covering their acquisition, custody, effec- 
tive use, and disposal. 


In The Accountant, 25 August 1951, Ian 
Liddington describes a system of monthly 
reports on net margins, in use in a medium- 
sized industrial concern engaged in process 
work, covering budgets, integrated finan- 
cial and cost accounts, and monthly stan- 
dard-cost reports with variances. Differ- 
ences in stock or work in progress are writ- 
ten off every three months. The article in- 
cludes an illustrated example of a monthly 
report compiled from weekly cost reports. 

At the time when these notes are being 
written, many Australian accountants are 
making the acquaintance of Mr. F. R. M. 
de Paula, with whose name and writings 
they have long been familiar. They have 


also noticed with great interest in recent 
years that the name is being carried on by 
his son, Mr. F. Clive de Paula. Not the 
least interesting part of this continuity of 
an honoured name is the contrast between 
the aspects of accounting which Mr. de 
Paula, Senior, developed to such a high 
pitch in his writings as far back as thirty 
or forty years ago, and those with which 
his son is now concerned. Forty years ago, 
English and Australian accountants, 
judged by their writings, were primarily 
interested in public accounting services and 
in the refinement of auditing methods. To- 
day, more and more, emphasis is shifting 
to management accounting, and to the ser- 
vices given by the accountant in industry. 
This, of course, is not to say that Mr. de 
Paula, Senior, is not also interested in the 
modern problems. On the contrary, he has 
been selected to deliver one of the two main 
papers on ‘‘The Accountant in Industry” 
at the Sixth International Congress in 
London next year. Mr. de Paula, Junior, 
for his part, has an interesting article in 
The Accountant, 15 September 1951, on 
stocks, standards, and variances. The 
article deals mainly with the problem of 
stock in trade in the balance sheet of 
manufacturing businesses. It begins with 
a critical analysis of the recommendations 
of the Institute of Chartered Accountants 
in England and Wales on the subject, and 
shows that the writing down of stock in 
trade below cost is, in effect, a setting aside 
of part of trading profits in order to arrive 
at the amount of profits which may be re- 
garded as available for distribution. It 
goes on to examine the legal requirements 
in England as to change in the basis of 
valuation, and adjustment of balance-sheet 
values from cost to market, and maintains 
that disclosure should be effected by first 
bringing the stock to account at cost, and 
then providing for adjustment to market, 
if necessary. From this point, Mr. de Paula 
proceeds to examine the problem of stock 
valuation in eases where standard costs are 
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used, and the treatment of selling, distri- 
bution, and administrative expense, vari- 
able cost, fixed cost, and operating vari- 
ances in arriving at balance-sheet values. 
He advocates carrying forward credit vari- 
ances as unrealized gains, and writing off 
unfavourable variances as losses of the 
period in which they arose. 


One respect in which Australian manage- 
ment accounting generally falls short of 
the best overseas standards is in the almost 
complete absence in this country of inte- 
grated systems of financial and cost ac- 
counts. A. Marshall, in The Cost Accoun- 
tant, October 1951, on ‘‘Integration or 
Reconciliation?’’ is a strong advocate of 
integration. His article is illustrated by an 
excellent flow diagram showing the rela- 
tionships between the various parts of an 
integrated system. 

Sterling K. Atkinson, in The Journal of 
Accountancy, September 1951, explains a 
research study by the National Association 
of Cost Accountants on the assignment of 
non-manufacturing costs for the purpose 
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of making managerial decisions. The 
nature of the problems, and the specific 
purpose of the study were— 


1. The products to be offered for sale, the 
proportions in which they are toe be sold, 
and the prices at which to sell them. 


. Where to sell them, i.e. the geographical 
area in which to operate. 


. The classes of customers whose patronage 
is to be solicited. 


. The channels to be used in distributing 
the company’s merchandise. 


. The services to be offered to customers. 


. The relative emphasis to be placed upon 
the various products, territories, ete. 


Over-all financial statements do not pro- 
vide the necessary information for manage- 
ment decisions on such matters. The study 
deals with the classification of non-manu- 
facturing costs as direct or indirect, the 
method and extent of allocation of indirect 
non-manufacturing costs, and a suggested 
form of analysis and margin of income by 
products. This form is as under— 


MARGINS AND INCOME BY PRODUCTS 


Net sales 


Less variable cost of sales .. 


Manufacturing margin 


Total Product A Product B 


Less variable selling and advertising expenses 


Merchandising margin 


Less fixed expenses— 
Manufacturing : 
Direct .. 
Allocated - 
Selling and advertising: 
Direct .. , i 
Allocated 
Administrative : 
Allocated 


Total fixed costs 


Operating income 
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Current Problems—continued 


Dixon Fagerberg, Junior, in The Journal 
of Accountancy, October 1951, describes a 
system of cost control and audit in a non- 
ferrous mining and milling concern. A 
feature of the system is the way in which 
it makes possible the presentation of daily 
management reports on expense and 
profits, with departmental comparisons and 
isolation of production failures. 


The addresses of publications referred to in this 


The Accounting Review, 
450 Ahnaip Street, 
Menasha, 
Wisconsin, U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, 
New York, U.S.A. 
The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 
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In the same issue of The Journal of Ae 
countancy, W. Porter Nelson examines th 
independent C.P.A.’s part in cost-systen 
installation. The article covers such pointy 
as the initial study of organization and 
operations, the design of an account-clagg. 
fication code, the use of clearing accounts 
methods of collection of data, the use of 
cost ledgers, and the form of cost reports 


article are as follows:— 
The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 


The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
Ontario, Canada. 





THE ACCOUNTANT IN THE R.A.A.F. 


From time to time, suitably qualified 
gentlemen are invited to apply for ap- 
pointments to permanent commissions as 
Accountant Officers in the Royal Austra- 
lian Air Force. Others who do not wish to 
make the Service their full-time career are 
invited to serve in a part-time capacity 
with the Reserve elements of the R.A.A.F., 
which include the R.A.A.F. Active Reserve, 
the R.A.A.F. General Reserve, and the 
Citizen Air Force Squadrons. 


The Permanent R.A.A.F. 


The R.A.A.F., as an arm of the Common- 
wealth Fighting Forces, is comprised of 
several branches, of which one is the Ac- 
ecountant Branch. For the information of 
readers of this journal, other branches in- 
elude the General Duties Branch (flying 
and executive), the Medical Branch (in- 
cluding dental, nursing, and pharmaceuti- 
eal), the Equipment Branch (equipment, 
catering, works), and the Special Duties 


Branch (administrative, legal, provost, in- 
telligence, and other categories). 


Duties of an Accountant Officer in 
the R.A.A.F. 


In the R.A.A.F., Accountant Officers who 
may serve at R.A.A.F. units, in Australia 
and abroad, are required to undertake 
duties in accounting and audit of public 
moneys and stores and non-public funds 
To be eligible for commissioned rank and to 
fulfil the professional and executive respol- 
sibilities and duties required by the Ser- 
vice, it is desirable that candidates possess 
a university degree in Commerce 
Economies, or be members of a recognized 
accountancy or secretarial institute. Natur 
ally, consideration is given to those with 
extensive practical experience in prt 
fessional or commercial accountancy, and 
those who have reached an advanced stagt 
in studies appropriate to their professi0. 
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The Accountant in the R.A.A.F.—continued 


Conditions of Service 


Practising accountants in commercial 
life to whom Service life appeals will desire 
some knowledge of conditions of service in 
the R.A.A.F. To provide such information 
the following details of career prospects of 
an Accountant Officer in the R.A.A.F. are 
included. For direct entrants, who possess 
the required qualifications, preference is 
given to gentlemen not more than thirty 
years of age. Such an age group ensures a 
career of longer years of service, and 
greater scope for promotion. Applicants 
who have previously served with com- 
missioned rank in any of Her Majesty’s 
Services are considered for appointment 
with previous rank held or such rank as is 
considered commensurate with their quali- 
fications. The minimum rank offered to 
those without previous commissioned ser- 
vice is that of Pilot Officer, but, here again, 
a higher rank may be offered after taking 
into consideration such aspects as age, ex- 
perience, academic qualifications, and other 
attributes. 


Promotion, Pay, and Service Benefits 


Promotion is automatic to the rank of 
Flight Lieutenant, after which advance- 
ment to higher rank is made by selection, 
and subject to the passing of examinations 
or courses of training. Assuming a candi- 
date receives an appointment with rank of 
Pilot Officer, he will be promoted to Flying 
Officer after a year’s satisfactory service. 
After a further three years in the rank of 
Flying Officer he will be promoted to the 
rank of Flight Lieutenant, the confirma- 
tion of which is subject to passing the ap- 
propriate promotion examination. A 
university graduate receives his promotion 
to Flight Lieutenant after two and a half 
years of satisfactory service as a Flying 
Officer. R.A.A.F. officers receive pay and 
allowances on the basis of a seven-day week. 
Such pay is subject to periodical cost-of- 
living adjustments, and increments are 
made after certain periods of service in the 
various ranks. 


The following annual pay rates are 
d on pay and allowances operating in 
February 1952. 
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Married— 
Living in 
or out—p.a. 
£898 16 
953 11 
1072 3 
1263 16 
1537 11 
1820 8 


Single— 
Living in 
—p.a. 

Pilot Officer .. . £702 12 
Flying Officer »i 757 7 

Flight Lieutenant .. 876 
Squadron Leader .. 1067 
Wing Commander .. 1341 
1624 


Rank 


Group Captain 


The above rates of pay include a uniform 
allowance of £31 18s. 9d. per annum. An 
unmarried officer when posted to an 
appointment where accommodation is 
not available receives an additional 
£150 11s. 3d. per annum as a ‘“‘living out’’ 
allowance. On entering the R.A.A.F. an 
officer is provided with an initial free issue 
of uniforms and service clothing, after 
which a daily clothing allowance is paid 
towards maintenance and replacement. In 
the Service, an officer is granted three clear 
weeks’ annual leave in addition to public 
holidays. Medical and dental attention, 
together with hospitalization, is available to 
all members. All officers are required to 
contribute to a pension scheme, which pro- 
vides a retiring allowance, according to 
rank. Special conditions apply to retire- 
ment through invalidity. A full pension is 
paid on reaching the retiring age when 
twenty years’ service has been completed. 
A pro-rata pension is paid on reaching the 
retiring age when fifteen years have been 
eompleted. When an officer reaches retir- 
ing age after ten years’ service has been 
completed, a return of contribution, plus a 
gratuity of 150 per cent is paid. Retiring 
ages and retirement rates for officers of 
the Accountant Branch are as follows :— 


Rank Retiring 


Age 


Retiring 
Allowance 
—p.a. 


£307 10 


Flight Lieutenant .. .. 49 0 
392 10 0 
0 
0 


Squadron Leader .. .. 49 
Wing Commander .. .. 52 514 0 


655 10 


Group Captain ‘& Qee 55 


Space does not permit more complete de- 
tails of the career of an Accountant Officer 
in the R.A.A.F. Further information, and 
pamphlets, however, are available from the 
Secretary, Air Board, Victoria Barracks, 
St. Kilda Road, Melbourne, or any 
R.A.A.F. Recruiting Officer. 
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The Accountant in the R.A.A.F.—continued 


Accountants in the R.A.A.F. Reserve 
Components 


Everyone cannot make the R.A.A.F. 
their permanent career, yet most can serve 
their country by part-time service in the 
vaserve components of the Fighting Re- 
serve, the R.A.A.F. General Reserve, and 
the Citizen Air Force Squadrons. To be- 
come associated with any of these compon- 
ents is indeed a noble and patriotic gesture. 
Such association provides a trained nucleus 
of volunteer members who, in a time of 
national emergency, would readily support 
the permanent peace-time R.A.A.F. in a 
most practical and timely manner. Mem- 
bers are also required in the non-com- 
missioned categories, which include Clerk 
Financial Accounts, and Clerk Equipment 
Accounts. 


The R.A.A.F. Active Reserve 

The R.A.A.F. Active Reserve requires 
medically fit British subjects of substan- 
tially European descent, up to the age of 
49. Active Reservists are not required to 
serve in their R.A.A.F. appointment if the 
skill required of such appointment is main- 
tained by their civilian occupation. It is 
desirable, however, for Active Reservists to 
attend their selected units to keep in touch 
with Air Force life, and abreast of the 
latest developments. With this in view pay 
and allowances may be paid to an Active 
Reservist up to twenty-eight days a year. 
While there is no fixed or compulsory 
period of training, Reservists who have 
previously served have the opportunity of 
wearing uniform again, and keeping them- 
selves familiar with the ever-expanding de- 
velopment of the post-war R.A.A.F. 
Others, to whom the Service is new, will 
be introduced to an entirely different and 
fascinating life. All Active Reservists re- 
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ceive appointments and are required for 
instant mobilization in event of a national 
emergency. 


The R.A.A.F. General Reserve 


The R.A.A.F. General Reserve consists 
of volunteers enrolled to meet requirements 
for the development and expansion of the 
R.A.A.F. after the outbreak of war. There 
is no liability for training or attendance 
for duty, but members may attend 
R.A.A.F. units, or undergo periods of 
voluntary duty with the R.A.A.F. General 
Reservists may be enrolled up to the age 
of sixty years. A periodical magazine 
keeps them in touch with the Service. 


The C.A.F. Squadrons 


In all mainland capital cities, a Citizen 
Air Force Squadron provides an operation- 
al unit manned in peace by both permanent 
and volunteer members. C.A.F. members 
are required to serve for a minimum period 
of two years followed by five years on the 
General Reserve. Members either undergo 
fifty-two days’ home training or thirty-six 
days’ home training and a sixteen days’ 
camp. Preference is given to applicants 
with previous service who are under the age 
of thirty-five years. Applicants for com- 
missioned rank, excluding the flying and 
medical branches, and who have not pre 
viously been members of the R.A.A.F., are 
normally required to be under twenty-eight 
years of age on appointment. 

Accountants who wish to make the 
R.A.A.F. their permanent career, and those 
who in these days of tension willingly offer 
their service to their country in a part-time 
capacity, are invited to enquire for further 
particulars. The Secretary, Air Board 
(Directorate of Recruiting), or _ the 
R.A.A.F. Recruiting Officer at any Com- 
bined Recruiting Depot will be only too 
pleased to provide such information. 
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HOW U.S.A. TAXES ALIENS 


by 


GusTAvVE SIMONS 


QUESTIONS AND ANSWERS ON TREATMENT OF INCOME OF FOREIGNERS, 
PREPARED BY A MEMBER OF THE NEW YORK LAW FIRM OF 
SIMONS, SCHUR & STRAUS 


Reproduced from the April 1951 issue of Taxes—The Tax Magazine, by permission 
of Commerce Clearing House, Inc., Chicago 1, Illinois 


The first part of this article has been 
written without regard to the Revenue Act 
of 1950 and any international tax conven- 
tions. Therefore, the answers to all ques- 
tions should be checked against the infor- 
mation contained in Question 62 and fol- 
lowing, where discussions of these two sub- 
jects can be found. 


(1) In what circumstances is an alien 

subject to United States tax? 
In any one of these three cases: 

(a) if he becomes a ‘‘resident alien’’ in 
the United States; 

(b) if he engages in business in the United 
States; or 

(c) if he receives certain types of income 
from sources within the United States. 


(2) To what extent is a resident alien 
taxable in the United States? 

He is taxable on income generally in the 
same way as a United States citizen. He 
must file the regular return, pay the same 
rates, include income from sources outside 
as well as inside the United States (a 
foreign tax credit is allowed if his home- 
land reciprocates this privilege to United 
States citizens.) Exemptions, credits for 
dependants, and deductions are also the 
same. 


(3) When is an alien a resident of 
the United States? 
When he is actually present in the 
United States and is not a mere transient 
or sojourner. 


(4) Is an alien present in the United 
States but intending to leave it 
a@ non-resident? 


All aliens are presumed to be non-resi- 
dents. This presumption may be defeated. 
A person whose stay is limited by the 
United States immigration laws is general- 
ly a non-resident. A definite intention to 


return to his native country continues the 
alien as a non-resident unless the definite 
time is very far in the future and he mean- 
while makes his home in the United States. 
A vague and indefinite intention of return- 
ing does not render the alien a non-resi- 
dent. 


(5) Do “domicile” and “residerce” 
mean the same thing? 

Not necessarily, at least for United 
States tax purposes; residence controls. 
(6) What is the status of a wife? 

A married alien woman resident in the 
United States with a husband domiciled 
and resident in another country is domi- 
ciled abroad but resident in the United 
States and taxable there as a resident alien. 


(7) How does an alien once resident in 
the United States become a 
non-resident? 

By leaving permanently. A mere inten- 
tion to leave the United States and even an 
absence of six months are not sufficient. 


(8) Does the tax law limit the departure 
from the United States of an alien? 
Yes. An alien may not leave the United 
States unless he obtains from the collector 
a certificate that he has met his tax obliga- 
tion. However, this provision is usually not 
enforced in the case of brief, casual trips to 
the United States for pleasure. 


(9) What procedural technicalities attach 
to the departure from the United 
States of an alien? 

The Commissioner may declare the tax 
year of such alien immediately closed, pro- 
rate exemptions, and assess the tax. This is 
done only if tax evasion is suspected. In 
other cases, the alien must present a certifi- 
eate of compliance with tax obligations 
executed by a local collector or revenue 
agent in charge. This involves either the 
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How U.S.A. Taxes Aliens—continued 

filing of a special return and payment of 
the tax or the appointment of a resident 
attorney in fact to make the regular return 
plus. payment or the posting of security for 
the payment of the estimated tax due. 


(10) Suppose a non-resident becomes a 
resident or a citizen in the middle of 
the year? 

The computations are separate for each 
period, depending on the applicable rule 
for that period, but one return only need 
be filed. 


(11) Is an alien performing personal ser- 
vices in the United. States while a 
temporary resident held to be en- 
gaged in trade or business there? 


No, if he (1) receives compensation of 
less than $3000, and (2) is present in the 
United States for no more than ninety 
days, and (3) performs such services for 
a non-resident alien, partnership, or 
foreign corporation not engaged in United 
States business. 


(12) How about the ownership of real 


estate in the United States? 


The mere ownership of one or two parcels 
of real estate does not necessarily constitute 
the carrying on of a trade or business in 
the United States. But the ownership and 
management of any considerable amount of 
real estate will be held to constitute carry- 
ing on a trade or business. 


(13) What is the status of a partnership? 


If a partnership does business in the 
United States, an alien partner is also held 
to be doing business there. 


(14) Does ownership of stock in a corpor- 
ation doing business in the United 
States bring in the stockholder as 
well? 


No. The mere ownership of corporate 
stock, in the absence of an agency relation- 
ship or personal activity of the stockholder 
here, is not enough. However, the Bureau 
of Internal Revenue is asserting in some 
eases that a wholly-owned United States 
selling subsidiary is in effect the agent of 
the foreign parent corporation, and care 
must be given to protection against such a 
claim. 
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(15) Does the purchase and sale of securi. 
ties or commodities constitute doing 
business? 

No, if done through a broker, special 
commission agent, or custodian and if the 
alien, partnership, or foreign corporation 
has no office or place of business in the 
United States from which those deals are 
managed or a general agent in the United 
States empowered to make policy decisions, 


(16) What is the status of trusts? 

A trust may have a situs in the United 
States and be taxable in the United States, 
but this will result neither in a non-regi- 
dent trust grantor nor a beneficiary being 
held to be doing business in the United 
States in the absence of an agency relation- 
ship. (But see Questions 31 and 50.) 


(17) How is a non-resident alien carrying 
on a trade or business in the United 
States taxed differently from a resi- 
dent alien? 


The resident alien is generally subjected 
to the same tax as the United States citi- 
zen, including the regular tax on income 
from sources without the United States. A 
non-resident alien doing business in the 
United States is taxed only on income from 
sources within the United States. 


(18) What are the procedural require. 
ments regarding a non-resident alien 
engaged in trade or business in the 
United States? 


Returns must be filed on 15 June or on 
the fifteenth day of the sixth month follow- 
ing the close of a fiscal year. No splitting 
of income between husband and wife is per- 
mitted. (Therefore, if most income is from 
United States sources, there may be an aé- 
vantage in an alien married couple estab- 
lishing that they both reside in the United 
States. ) 

If the non-resident alien is subject to 
withholding tax, he must nevertheless file 
a declaration of estimated tax and final 
return unless his sole United States income 
is compensation for personal services and 
does not exceed $600. ; 
(19) Where should the return be filed? 

With the collector within whose district 
the legal residence or place of business 8 
located. In the absence of such, the return 
should be filed with the collector in Balt- 
more, Maryland. 


(Continued on page 125) 
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How U.S.A. Taxes Aliens—continued 


(20) What is the responsibility of agents 
in the United States? 

Any agent or representative for a non- 
resident alien doing business in the United 
States who receives income from sources 
within the United States within the scope 
of his agency must report that income on 
behalf of his alien principal and pay the 
tax. The mere collection of dividends or 
interest on securities does not come within 
this special provision. 

(21) What income of a non-resident alien 
doing business in the United States 
is taxable under its laws? 

Only income from sources within the 
United States. 

(22) When is interest thus taxable? 

When paid by a United States citizen. 
, Also taxable is interest paid by a resident 
alien or domestic or resident foreign cor- 
poration if at least twenty per cent of the 
gross income of the obligor for the three 
years before payment has been from United 
States sources. This applies to interest paid 
abroad on a foreign deposit by a United 
States corporation. Interest on bonds of 
the International Bank or of foreign gov- 
ernments is not included. 


(23) When are dividends thus taxable? 

If paid by a United States corporation 
and if for the prior three years at least 
twenty per cent of its income has been 
from United States sources. In the case of 
foreign corporations, the percentage is fifty 
per cent and the dividend is taxable only 
in the proportion of United States to 
foreign gross income. 


(24) How is compensation for personal 
services taxed to a non-resident 
alien engaged in business in the 
United States? 

It is included unless: 

(a) The alien was present in the United 
States for not more than ninety days, the 
amount did not exceed $3000, and the work 
was done for a non-resident alien, partner- 
ship, or corporation itself not engaged in 
business in the United States; or 

(b) The services were performed with- 
out the United States. 

Services by an agent in the United States 
do not come within exception (b) even if 
the principal is outside the United States. 
An agreement not to work or compete in 
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the United States does not come within the 
exception. Income in both these cases is 
from United States sources. Proration of 
income for services within and without the 
United States is on a time basis unless there 
is some express pre-arranged apportion- 
ment. Employment contracts should cover 
this with care. 


(25) How are rentals or royalties taxed 
to a non-resident doing business in 
the United States? 

Rentals from property situated in the 
United States are taxable ; so also are royal- 
ties from United States patents, secret pro- 
cesses, formulas, or copyrights and the like. 
(26) Is a non-resident alien doing busi- 

ness in the United States subject to 
United States tax on the sale of real 
estate outside of the United States? 

No. 

(27) When is such an alien taxed on sales 
of personal property outside of the 
United States? 

If he purchased or produced that prop- 
erty within the United States. (But see 
answer to Question 71.) 

(28) Is such an alien taxable on sales 
within the United States of property 
purchased or produced outside of it? 

Yes. 

(29) What determines where a sale is 
made? 

Generally, the place where title passes to 
the buyer. With a C.I.F. contract, the 
Bureau generally asserts that title passes 
upon delivery to the carrier even though 
security title is reserved by the seller. How- 
ever, the intention of the parties controls. 


(30) What is the status of partnership 
income? 

The alien is taxable on such income to 
the extent a United States partnership it- 
self derives income from sources within the 
United States. 

(31) What is the status of trust income? 

In reply to Question 16 it was stated 
that a beneficial interest in a United States 
trust did not cause the beneficiary to be 
held to be doing business in the United 
States. However, the alien beneficiary is 
subject to United States tax upon his dis- 
tributable share of the income of a United 
States or foreign trust to the extent the 
trust itself derived such income from 
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How U.S.A. Taxes Aliens—continued 

sources within the United States. Trusts 
deriving income from within and without 
the United States and having United States 
and alien beneficiaries should have very 
carefully drawn income-allocation clauses 
to avoid unnecessary taxation. 


(32) What other types of income are 
taxable in the United States to a 
non-resident alien doing business 
there? 

If United States income is used to dis- 
charge a debt of the alien or if any income 
is used to discharge a United States debt of 
the alien, it is taxable. Gains upon the 
liquidation of a United States corporation 
or upon collection of insurance on the loss 
of goods in the United States (but see 
special provisions applying to involuntary 
conversion) are taxable. Also taxable are 
federal income taxes withheld, annuity in- 
come (but see the three per cent rule) and 
damages for breach of contract to be per- 
formed in the United States. 

(33) What deductions against gross in- 
come is the non-resident alien doing 
business in the United States 
allowed? 

Only expenses, losses, or other items of 
deduction attributable to the production of 
income within the United States. Thus, 
alimony which may be deducted by a resi- 
dent alien or United States citizen may not 
be deducted by a non-resident. If some item 
such as this exists or if foreign losses ex- 
ceed foreign gross income, it may be ad- 
vantageous for a non-resident to qualify as 
a resident. 

(34) How does a non-resident alien 
become a resident alien? 

By presenting proof that he has: 

(a) filed a declaration of intended natur- 
alization ; 

(b) filed Form 1078; 

(ec) committed acts evidencing, and made 
statements of, a definite intention to 
acquire United States residence ; or 

(d) stayed in the United States long 
enough to render him a United States 
resident. 

(35) How are deductions allocated to 
United States income in the case of 
a non-resident? 

By demonstrating a specific causal con- 
nexion. For example, if a non-resident alien 
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employs a United States agent in the pr. 
duction of United States income, the 
agent’s commissions are specifically alloc. 
able to such income. 


(36) Suppose specific allocation to neither 
United States nor foreign income 
can be made in connexion with cer. 
tain expense items? 

These items will be prorated between 
United States and foreign income. It is 
dangerous, however, to rely on such pro- 
ration, and it is best to keep accurate and 
detailed records and make such allocation 
in advance where possible. Mere inability 
to allocate expenses to foreign sources does 
not create any presumption that they are 
allocable to United States sources. 


(37) What are some items specifically 
held to be not deductible? 


Interest on a debt incurred to finance 
non-United States business and stock losses 
in non-United States corporations. Chari- 
table contributions are deductible only if 
made to United States charities and similar 
institutions. 


(38) Are losses on the destruction, theft 
or loss of property deductible? 


Yes, if the casualty or loss occurred in 
the United States. 


(39) Must a loss be connected with the 
non-resident’s United States busi- 
ness? 


No. If a transaction was entered into in 
the United States with the intention of 
creating a United States income or gail, 
a connected loss may be deducted even if 
it was not the alien’s principal business 
and even if the transaction resulted in 4 
loss rather than a profit, Of course, the 
United States rules about the general de 
ductibility of non-business losses als 
apply. 


(40) May the alien deduct United States 
travelling expenses and cost of 
lodging? 

Yes. However, the United States 
Supreme Court holds that if a taxpayer 
works steadily and chiefly at a certail 
place, that place becomes his ‘‘home”’ and 
the cost of travel to that place and of lodg- 
ing there is personal and thus not dedut 
tible by anyone. 
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How U.S.A. Taxes Aliens—continued 


(41) What tax rates apply to the United 
States net income of a non-resident 
alien doing business in the United 
States? 

The same as those applicable to income 
of United States citizens, except that the 
so-called optional tax table may not gen- 
erally be used. Canadians and Mexicans 
have one special advantage in that they 
receive an exemption of $600 for a spouse 
and the standard dependency exemptions. 
Other aliens are limited to their own ex- 
emption of $600 a year. 


(42) Generally, under what circum- 
stances is the income of an alien 
neither residing in the United States 
nor doing business there taxed? 

Income is taxable under United States 
law if (a) it is income from sources within 
the United States and (b) it is fixed or 
determinable, annual or periodical. 

The second limitation does not apply in 
the case of a non-resident alien doing busi- 
ness in the United States; he is taxed on 
all income from United States sources, 
whether regular or not. Neither limitation 
applies to the resident alien. He is taxed 
upon all income even if it is not from 
United States sources and not regular. 


(48) What is income from sources within 
the United States? 

Such income is defined as in the case of 
non-resident aliens carrying on business in 
the United States. (See answers to Ques- 
tions 21-32, but bear in mind the second 
test stated in answer to Question 42 (b) 
- answers to Questions 44 and follow- 
ing. 

(44) What income is “fixed or deter- 
minable,” “annual or periodical’? 

Interest (except on bank deposits), 
rents, royalties, dividends, wages, salaries, 
annuities, premiums, compensations, 
emoluments. 


(45) Is there a special definition for 
royalties? 

Yes. Even a lump-sum payment for part 
of a copyright, for example, motion picture 
rights, or part of a patent has been held 
to be a royalty by the United States 
Supreme Court. On the other hand, where 
full rights in a total United States patent 
or copyright pass for a stated price, it has 
been held that even if the price is paid 
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in instalments measured by production or 
income, the payment is not a royalty. How- 
ever, in such case the payor may be com- 
pelled to capitalize such payments as an 
investment and be disallowed ah expense 
deduction from Ais income. (But see 
answer to Question 76.) 


(46) What special rules apply to interest? 

By special provision, interest on bank 
deposits is exempt from tax. If a resident 
trust collects interest on a bank deposit 
and later distributes it to a non-resident, 
the interest loses its exemption. Interest 
on obligations of the United States issued 
prior to 1 March 1941 is exempt. By con- 
stitutional interpretation, interest on state 
or municipal bonds is, of course, exempt 
in the hands of all persons. (But see 
answer to Question 76.) 


(47) Are there special dangers about 
dividends? 

Yes. Dividends are taxable to aliens 
while capital gains generally are not. The 
redemption of stock at more than its cost 
ordinarily creates a capital gain, but the 
redemption may be essentially equivalent 
to a dividend, as when stock is redeemed, 
pro rata, from all stockholders. In that 
ease, there will be a tax levied, probably, 
on the entire sum paid if paid out of ac- 
cumulated or current earnings. (But see 
answer to Question 77.) 


(48) What rules apply to compensation? 


It is taxable. Prize money is taxable 
generally as compensation. Commissions 
are also so taxed, although an isolated com- 
mission on a single transaction may escape. 
(But see answer to Question 74.) 


(49) What is rent and how is it taxed? 


Rent is taxable as above stated. In addi- 
tion to regular rent, if the tenant pays 
taxes, interest, or other obligations of the 
landlord, these payments are treated as 
rent. Thus, not only is a net rental after 
taxes taxable, but the taxes themselves are 
treated as taxable income. Payment of 
rent in advance or as security is currently 
taxable unless a segregated trust fund is 
set up. 


(50) Is a beneficial share in trust income 
taxed? 


See answers to Questions 31 and 51. 
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How U.S.A. Taxes Aliens—continued 
(51) How are gains from the sale of real 
estate or personal property treated? 

Unlike the case of a non-resident alien 
who does business here, such gains in the 
hands of one who does not do business here 
are exempt from tax even if the property is 
in the United States or if the sale occurs 
there. Howeter, the occurrence of such 
sales frequently may result in the alien’s 
being treated as engaged in business within 
the United States and render him taxable. 
Also, what may loek like a sale may be 
treated as a lease or license if even partial 
title is retained by the alien (see answer 
to Question 45), thus producing taxable 
rent or royalties instead of tax-exempt 
gain. Furthermore, special regard must be 
given to the Revenue Act of 1950 (as in- 
fluenced by applicable tax conventions) as 
later discussed (see answers to Questions 
63 and following). 

(52) What are the tax rates? 

Thirty per cent of the gross income. 
However, if the gross income exceeds 
$15,400, the alien must compute his tax on 
the thirty per cent of gross income basis 
and, alternatively, on his net income at 
regular rates (with deductions, exemptions, 
and credits generally limited as stated in 
answers to Questions 33-41). The higher 
alternative tax is then due. 

(53) What is the purpose of the 
withholding tax? 

To facilitate collection of taxes due from 
aliens. 

(54) From the income of what aliens 
must the tax be withheld? 

All non-resident individual aliens, 
whether or not engaged in business here. 
Tax must also be withheld by a partnership 
having any alien partners, or a foreign 
corporation if not engaged in business in 
the United States. 

(55) To what income does the withhold- 
ing provision apply? 

To the type of income from sources 
within the United States which is taxable 
in the hands of a non-resident alien not 
doing business in the United States. (See 
answers to Questions 43-51.) 

(56) Who must withhold? 

All who control, receive, have custody 
of or pay out income, such as described 
in answers to Questions 43-51 and 55, due 
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to any non-resident alien (remember all 
aliens are presumed to be non-resident in 
the absence of contrary proof—see answer 
to Question 34). The following are among 
those who must withhold: lessees; mortga- 
gors; fiduciaries; employers; a _ resident 
record owner of stock held for the benefit 
of a non-resident alien; a husband receiy- 
ing community income from a non-resident 
alien wife; an obligee who pays income to 
a trust for the benefit of foreign benefici- 
aries or one who pays to a foreign trustee 
for the benefit of United States citizens or 
residents themselves liable to withholding; 
any person who deposits income in an 
alien’s bank account; one who pays to the 
agent of a non-resident; a corporation dis- 
tributing dividends or making payments in 
partial or complete liquidation. 


(57) Who need not withhold? 

A mere guarantor who makes no pay- 
ment, a person who pays accrued interest 
when selling bonds between interest dates, 
one who receives Form 1078 or its equiva- 
lent certificate of residence and forwards 
it to the Commissioner, Withholding Re- 
turn Section, Washington, D.C. 


(58) Are there any special exemptions as 
to compensation? 

A Canadian or Mexican or any agricul- 
tural labourer who enters and leaves the 
United States at frequent intervals is not 
subject to these provisions as to withhold- 
ing. However, the regular provisions as to 
withholding taxes on compensation paid to 
any United States citizen or resident may 
apply. (The rates differ.) 


(59) What about dividends paid by 
foreign corporations? 

These are subject to withholding if the 
corporation is engaged in business in the 
United States and more than eighty-five 
per cent of its gross income was from 
United States sources for the three pre- 
vious years. 


(60) What tax returns are required? 

Returns must be filed by 15 March. The 
withholding agent is personally liable for 
the tax unless the alien pays it. Corpora 
tions paying interest must also file monthly 
returns on the twentieth of each month 
for the prior month in respect of such 
interest. 


(Continued on page 129) 
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How U.S.A. Taxes Aliens—continued 

(61) What is the rate of withholding? 

Thirty per cent. 

(62) What are the provisions of the 1950 
Revenue Act of special interest to 
aliens enjoying United States capital 
gains? 

It partially terminates the exemption 
from tax of a non-resident alien not en- 
gaged in business in the United States. If 
such alien is present in the United States 
in any year for periods aggregating ninety 
days or more, capital gains accruing at any 
time during his taxable year are taxable. 
If present in the United States less than 
ninety days, only capital gains on sales or 
exchanges during his stay here are affected. 
The tax is on the excess of his gains from 
United States sources over his losses from 
the same sources during the taxable period. 
Unlike the provisions applicable to resi- 
dents or those engaged in business here, a 
long-term gain is included in full (not 
at fifty per cent) and the five-year carry- 
over of net losses does not apply. The tax 
rate is thirty per cent. The net gain is 
included in the computation of the $15,400 
in answer to Question 52. These provisions 
are expressly subordinated to contrary pro- 
visions of international tax conventions. 
(But see answer to Question 75.) 


(63) Are there special tax conventions 
between the United States and cer- 
tain foreign countries? 

Yes. 

(64) Do these treaties exempt from tax 
certain income otherwise taxable 
under the foregoing answers? 

Yes. 


(65) Do these treaties take precedence 

a over all United States revenue laws? 

es. 
(66) With what countries does the United 
States have such treaties? 

At 31 December 1950, treaties with 
Canada, France, Sweden, the United King- 
dom, Denmark, and the Netherlands had 
been ratified. 

(67) Are other treaties being negotiated? 

Yes. Treaties with the Union of South 
Africa, New Zealand, Belgium, Norway, 
Ireland, and Greece have been signed but 
still await ratification by the United States 
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Senate. Treaty negotiations are under way 
between the United States and Colombia, 
Uruguay, Switzerland, and Israel. Tech- 
nical discussions are taking place between 
the United States and Mexico, Brazil, 
Cuba, Venezuela, Argentina, Australia, 
and Luxembourg. Negotiations will soon 
begin with Italy and Finland. 


(68) Are the provisions of the treaties 
uniform? 


Not entirely. The answers to the follow- 
ing questions apply to all nations unless 
otherwise noted. Even if no treaty exists 
with a given country, these questions 
should be considered to determine the im- 
portance of negotiating such a treaty. 


(69) What exemption is granted treaty 
aliens with regard to commercial 
and industrial profits derived from 
the United States? 

If not derived from a permanent estab- 
lishment in the United States, they are 

exempt. (But see answer to Question 14.) 


(70) Does this exemption apply to rents, 
royalties, interest, dividends, man- 
agement charges or capital gains? 

No. They are covered, if at all, by other 
provisions. 

(71) Is a mere purchase of merchandise 
by a treaty alien exempt from tax? 

Yes. 


(72) Is income from the operation of a 
ship or aircraft by a treaty alien 
exempt from tax? 

Yes, for nine of the treaty countries. 

No, as to South Africa except as provided 

in ss. 212 and 231. 


(73) Is an annuity or pension paid to a 
treaty alien exempt from tax? 


Yes, except in the case of New Zealand. 


(74) If a treaty alien receives compensa- 
tion for personal services in the 
United States is he exempt from 
tax? 

In the case of nationals of the United 
Kingdom, the Netherlands, and Norway, 
the alien is exempt if he is in the United 
States not more than 183 days in the year 
and his services are rendered to a treaty- 
country employer or contractor. The same 
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applies in the case of Canada and Belgium, 
if the compensation does not exceed $5000, 
and in the case of Norway if the compensa- 
tion does not exceed $10,000. In the case of 
France, the same applies if the national is 
present in the United States less than one 
year. In the case of Sweden and Denmark, 
the effective period is 180 days in a taxable 
year (no dollar maximum). There is no 
exemption in the treaty with South Africa. 
In the case of Canada, Sweden, Denmark, 
and Belgium, there is also exemption if 
the treaty alien is not in the United States 
more than ninety days and his compensa- 
tion does not exceed $3000, even if earned 
from a United States source. The fore- 
going exemptions do not apply in the case 
of Canadian, Swedish, and New Zealand 
artists, musicians, actors, and professional 
athlete... 


(75) Despite the Revenue Act of 1950, 
are treaty aliens tax-exempt on 
United States capital gains? 

Yes, except in the case of New Zealand, 

South Africa, and Belgium, and only as to 

real estate in the case of Norway. 


(76) Are royalties from patents, trade 
marks, copyrights, designs, and 
secret processes exempt if the treaty 
alien is not regularly engaged in 
business in the United States? 

Yes, except in the case of Canada, New 

Zealand, and the Union of South Africa. 


(77) Are dividends payable from the 
United States to treaty aliens sub- 
ject to specifically favoured treat- 
ment? 

Yes. Dividends from United States sub- 
sidiaries are subject to only a five per cent 
withholding tax in the case of Canada, the 
United Kingdom, Denmark, the Nether- 
lands, New Zealand, and Belgium. They 
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are wholly exempt in the case of Sweden, 
although the right to withhold ten per cent 
is reserved. 


(78) Is interest earned in the United 
States by a treaty alien tax-exempt? 


Yes, in the case of Sweden, the United 
Kingdom, Denmark, the Netherlands, and 
Norway. 


(79) What authorities should be studied 
by all aliens receiving income from 
United States sources or having any 
personal or business activity here? 


The specific treaties should be studied in 
the case of all treaty aliens, since the fore- 
going statements cover only the most im- 
portant provisions. Nationals of the Union 
of South Africa, New Zealand, Belgium, 
Norway, Ireland, and Greece should watch 
for ratification by the United States Senate 
of their treaties. Nationals of Colombia, 
Uruguay, Switzerland, Israel, Mexico, 
Brazil, Cuba, Venezuela, Argentina, Aus- 
tralia, Luxembourg, Italy, and Finland 
should follow carefully pending treaty 
negotiations and technical discussions. All 
persons affected by United States taxes 
should also watch the action of Congress. 
Legislation such as the Revenue Act of 
1950 which changed the law concerning 
capital gains of aliens (see Questions 62 
and 75) can be vital. Furthermore, the 
decisions of the United States Tax Court, 
the district courts, the circuit courts, and 
the Supreme Court, as well as Treasury 
rulings and regulations, must be carefully 
and continuously studied. For example, 
the Supreme Court decision in the case of 
the famous author, P. G. Wodehouse, 
changed the definition of capital gains, 
subjected Wodehouse to heavy taxes, and 
affected authors all over the world. Such 
study will richly reward all persons in all 
lands. 
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COMPANY LAW: COMPANY UNABLE TO PAY ITS DEBTS—ADMISSIBILITY 
OF INSPECTOR’S REPORT—WHETHER JUST AND 
EQUITABLE TO WIND IT UP 


Following the investigation of a com- 
pany’s affairs by an inspector appointed 
by the Governor in Council under the 
Companies (Special Investigations) Act 
1940 (Vic.), a petition was presented by 
the Attorney-General for the winding up 
of the company on the grounds (a) that it 
was unable to pay its debts; (b) that it 
was just and equitable to wind it up. It 
was alleged that ‘‘the assets of the com- 
pany are of the value of not appreciably 
more than £40,000 and its liabilities to 
creditors amount to approximately £45,000 
including approximately £10,000 owed to 
secured and preferential creditors.’’ 


The evidence showed that the company, 
C.P. Ltd., had a paid-up capital of £35,560 
and its only substantial business activities 
had been the investment of moneys in en- 
terprises selected by the Chairman, chiefly 
two other companies, A Ltd. and B Ltd., 
which had as directors three out of four 
men constituting the board of C.P. Ltd. 


Advances to A Ltd. totalled £21,080 at 
30 June 1949, although that company’s 
paid-up capital was only £15,351 against 
which there were accumulated losses of 
£27,000. Heavy losses were still being in- 
curred, and A Ltd. was insolvent when the 
last £6000 was advanced. Four thousand 
nine hundred and eighteen shares of £1 in 
A Ltd. were bought by C.P. Ltd. at par 
when the tangible asset backing was only 
3s. per share. The total loss in connexion 
with A Ltd. when that company was 
ordered to be compulsorily wound up, was 
estimated at over £25,000. 


B Ltd. was also a losing proposition, and 
was compulsorily wound up with an esti- 
mated loss to C.P. Ltd. of some £6000 on 
advances made and shares purchased. 


Held (Supreme Court, per Hudson, 
A.-J.): 


(1) The investigator’s report was inad- 
missible as evidence. If it is desired to rely 
upon the findings of an inspector to sup- 
port a petition for winding up, it is neces- 
sary to allege those findings as facts, veri- 
fying them by affidavit in the prescribed 
form. 


(2) The transactions with A Ltd. were 
conducted without proper regard to the 
interests of the shareholders; the transac- 
tions with B Ltd. did not justify an infer- 
ence of misconduct or breach of duty on 
the part of the directors. 


(3) The allegation that the company 
was unable to pay its debts, verified in the 
prescribed manner, was not too vague and 
ambiguous, though resort was had to ap- 
proximation of assets and liabilities, and 
in the absence of contrary evidence should 
be accepted as proof of the first ground of 
the petition. 


(4) The directors, even though they 
acted honestly, had not exercised that 
degree of skill and diligence which the 
circumstances demanded. As the board 
was constituted the question of any action 
by the company to recover the losses from 
the directors would fall for determination 
by a board of four directors, two of whom 
would be defendants, with resultant doubt 
to creditors and shareholders that necessary 
action would be taken. Moreover, the com- 
pany could only continue in business with 
money which virtually belonged to its 
creditors and under a management and 
control in which shareholders and creditors 
could no longer have any confidence. 
Therefore, it was just and equitable that 
the company be wound up. (In re Chemi- 
cal Plastics Ltd., [1951] V.L.R. 136.) 
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COMPANY LAW: WHETHER SIMILARITY OF NAMES LED TO LIKELIHOOD 
OF CONFUSION 


Plaintiff had been in business since 1925 
under the name of Australian Guarantee 
Corporation Limited. Defendant was in- 
corporated in January 1951 under the 
name Sydney Guarantee Corporation 
Limited with power to carry on the same 
class of business. 

Plaintiff thereupon sought an injunction 
to restrain defendant from using its name 
on the ground that it so nearly resembled 
the plaintiff’s as to be calculated to deceive. 

Held (Supreme Court, in Equity) :— 

(1) There is no provision in the Com- 
panies Act 1936 (N.S.W.) which expressly 
or impliedly takes away the jurisdiction of 
the Court, after registration of a company, 
to investigate in accordance with the well- 
established principles the question of 


whether its name so nearly resembles that 
of another company as to be calculated to 
deceive, and to grant an injunction if the 
investigation warrants it. 


(2) The suggested fraudulent intention 


in the selection of its name by the defen- 
dant had not been established. 


(3) Plaintiff had not established that the 
word ‘‘guarantee’’ has come to have a 
meaning when used in connexion with the 
hire purchase financing of the purchases of 
motor vehicles that it, or it when used in 


conjunction with the other purely descrip- 
tive word ‘‘corporation,’’ denotes the busi- 
ness carried on by the plaintiff. It was 
more likely that the relevant section of the 
public seeing the name of the defendant 
would consider that the defendant was a 
company which might carry on a business 
similar to that of the plaintiff. 

The suit was therefore dismissed with 
costs. 

Per Roper, C.J. in Equity: ‘‘The real 
issue in the case is the issue of fact, namely, 
does the name of the defendant company 
so nearly resemble that of the plaintiff as 
to be likely or calculated to deceive persons 
dealing with it or becoming associated with 
it as shareholders or otherwise into think- 
ing and acting upun the thought that it is 
identical with, or a part of, as for instance 
a branch or agency of, or in some other real 
business sense associated with, as for in- 
stance a subsidiary of the plaintiff com- 
pany? If it is, it is inevitable that the de- 
fendant will acquire some benefit to which 
it is not entitled from the plaintiff’s busi- 
ness reputation and to some extent the 
plaintiff must thereby be damaged and an 
injunction will be granted.’’ (Australian 
Guarantee Corporation Limited v. Sydney 
Guarantee Corporation Limited (1951), 51 
S.R. (N.S.W.) 166.) 


STAMP DUTIES: WHERE AGENT CONTRACTS TO PURCHASE LAND ON 

BEHALF OF COMPANY TO BE FORMED AND TRANSFERS ARE EXECUTED 

IN FAVOUR OF COMPANY AFTER INCORPORATION DOUBLE STAMP 
DUTY IS PAYABLE 


On 11 April 1947, V signed an agree- 
ment to purchase a station property for 
£146,444, purporting to act as agent for 
G.P. Co. Pty. Ltd., which did not come into 
existence until 11 June 1947 and of which 
he became the governing director. On 3 De- 
cember 1947, transfers were forwarded to 
the vendor to effect conveyances of land to 
the company. These transfers were duly 
executed and the balance of the purchase 
money was paid by the company. 

The Commissioner of Stamp Duties 
claimed that ad valorem duty was payable 
upon both the agreement and the transfers. 
V relied on s. 41(7) of the (N.S.W.) 


Stamp Duties Act 1920, which provides for 
a refund of duty where an agreement is 
rescinded. 

Held (Supreme Court—Full Court): 
The agreement entered into by V had not 
been rescinded, but the parties had com- 
pleted the transaction without any further 
agr.ement, the result being that V had ac- 
cepted a substituted performance of the 
original contract. 

Street, C.J., delivering the judgment of 
the Court, stated very clearly that the Com- 
missioner had succeeded on the pleadings, 
but ‘‘the question might not be answered 
in the same way if it was apparent on the 


(Continued on page 133) 
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face of the contract that the whole object 
and purport of the agreement was ulti- 
mately to vest the lands in a named com- 
pany, even though not at the time in exist- 
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ence, if in the result the transactions are 
carried through in such form as to carry 
that intention into effect.’’ (Vickery v. 
The Commissioner of Stamp Duties (1950), 
51 S.R. (N.S.W.) 79.) 


SALE OF GOODS: WHEN BUYER SHOULD MAKE CREDIT AVAILABLE 


Sellers contracted to sell three thousand 
metric tons of Brazilian ground-nuts for 
shipment from Brazil to Genoa of the first 
fifteen hundred tons in February, March, 
or April 1949, and of the second fifteen 
hundred tons in March, April, or May, at 
sellers’ option, payment to be by the open- 
ing of a confirmed, irrevocable, divisible, 
transmissible, and transferable credit 
opened in favour of the sellers and utiliz- 
able by them against delivery of certain 
documents. The sellers guaranteed the 
necessary Brazilian export licence and the 
buyers the necessary Italian import licence. 
The eXport licence was obtained on 9 Feb- 
ruary 1949, and the sellers so advised the 
buyers on that day by cable, giving the 
necessary particulars and requesting them 
to open the credit. The import licence was 
obtained on 4 March. The buyers only made 
the credit available on 22 April. 


LEGAL INTERPRETATION: 


Six men travelled from Melbourne, 
booked in at the R.S.L. Club at Sorrento, 
and, representing themselves to be ‘‘bona 
fide travellers,’’ ordered liquor at the local 
hotel about 300 yards away. The magis- 
trate held that when they arrived at the 
R.S.L. Club they acquired a fresh abode 
and their journey of 300 yards did not 
qualify them for a drink. 


Held (King’s Bench Division): the 
credit must be opened and confirmed, not 
when the sellers were ready to tender the 
documents or took steps to ship the goods, 
but, if reasonably practicable, within such 
time as would enable the sellers to ship at 
any moment of their permissible period. In 
the present case the credit should have been 
made available, in the case of the first ship- 
ment, at such time as it would have been 
available if the buyers had exercised 
reasonable diligence to make it available 
after 9 February, when the particulars 
were supplied to them by the sellers, and, 
in the case of the second shipment, by 
1 March or so soon thereafter as they 
reasonably could secure that it was opened. 
(Pavia & Co., 8.P.A. v. Thurman-Nielsen, 
[1951] 2 All E.R. 866.) 


MEANING OF “RESIDENCE” 


Held (Supreme Court, on appeal): The 


word ‘‘resides,’’ as used in s. 179 of the 
Licensing Act 1928 (Vic.), points to some 
degree of permanence and has no applica- 
tion to a lodging for the night at some 
place in the course of a journey. This in- 
terpretation accords with the generally- 
accepted approach to the meaning of ‘‘resi- 
dent’’ in income tax. (Ashe v. Sorrento 
Hotel Pty. Ltd., [1951] V.L.R. 214.) 


LEGAL INTERPRETATION: TO WHAT EXTENT CAN REFERENCE BE MADE 
TO A REPEALED STATUTE ? 


“The effect of repealing a statute is to 
obliterate it completely from the records 
of Parliament as if it had never been passed 
and it must be considered as a law that 
never existed except for the purpose of 
those actions which were commenced, 
prosecuted and concluded whilst it was an 
existing law’’ (per Tindal, C.J., in Kay v. 
Goodwin (1830), 6 Bing. 576). 


The term ‘“‘bona fide traveller’’ has a 
long history in licensing legislation and 


does not, without more, apply to a person 
who has travelled for the sole purpose of 
obtaining liquor. Section 179 of the 
Licensing Act 1928 (Vic.) reads: ‘‘No per- 
son shall be a bona fide traveller within the 
meaning of that expression in this Act un- 
less he—(a) resides at least twenty miles 
in a direct line from the licensed premises 
with respect to which the question arises; 
and (b) has travelled at least that distance 
on the day with respect to which the ques- 
tion arises.’’ 
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One might be pardoned for thinking that 
this section merely grafts on to the existing 
connotation of the term two further condi- 
tions, still, for example, excluding a travel- 
ler whose sole objective was liquor. 


It appears that the Licensing Act 1890 
contained a section (s. 135) resembling the 
present s. 179, and an amending Act in 
1906 contained this provision (s. 84 (2)): 
‘In the construction of the Licensing Acts 
a bona fide traveller shall have the mean- 
ing defined in section one hundred and 
thirty-five of the Licensing Act 1890.’’ 


Subsequent consolidations of the law 
have repealed s. 84 (2) of the 1906 Act 
whilst retaining the tenor of s. 135 of the 
Act of 1890. The question for decision, 
therefore, was whether s. 84 (2) constituted 
the previously-enacted s. 135 an exhaustive 
definition of ‘‘bona fide traveller,’’ and, if 
so, whether that term as used in the 1928 
Act after the repeal of s. 84 (2) should be 
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given its general meaning or whether it 
still retained the special meaning it g. 
quired under s. 84 (2). 


Held (Supreme Court, per Lowe, A.J, 
and Gavan Duffy, J., Dean, J., dissenting): 
That s. 179 of the Licensing Act 1928 eop. 
tains a complete definition of the term 
**bona fide traveller,’’ and a compliance 
with the terms of that section is sufficient 
to constitute a person a bona fide traveller, 


Per Lowe, A.-J.: ‘‘Prima facie a consoli- 
dating statute collects in a convenient form 
and re-enacts existing law, and prima facie 
it does not change that law, and ‘prima 
facie therefore the same effect ought to be 
given to its provisions as was given to those 
of the Acts for which it was substituted’, 
per Fry, LJ., in Mitchell v. Simpson 
(1890), 25 Q.B.D. 183, at p. 190.’’ (Ashe 
v. Sorrento Hotel Pty. Ltd., {1951} V.LR. 
214.) 


BANKRUPTCY: EXECUTION COMPLETED BEFORE DATE OF RECEIVING 
ORDER AND BEFORE NOTICE OF PRESENTATION OF BANKRUPTCY 
PETITION OR OF ACT OF BANKRUPTCY 


On 8 September 1949, the bankrupt com- 
mitted an act of bankruptcy by failing to 
comply with the requirements of a bank- 
ruptey notice. On 4 October a County 
Court ordered the bankrupt to pay a sum 
of £10 as fines imposed on him for contempt 
of court. On 4 November the registrar of 
the County Court, as high bailiff, seized 
the bankrupt’s household furniture, pur- 
suant to warrants of execution dated 17 
October. On 11 November 1949, a bank- 
ruptey petition was presented against the 
bankrupt in the High Court. On 15 Novem- 
ber the registrar sold the furniture for 
£101 15s., out of which he retained the 
amount of the fines of £10, under the 
County Courts Act 1934, s. 170, no notice 
of the presentation of the bankruptcy peti- 
tion or of an act of bankruptcy having then 
been received by him. On 14 December a 
receiving order was made against the bank- 
rupt, and on 5 January 1950 he was ad- 
judged bankrupt. The official receiver, as 
trustee of the property of the bankrupt, 
now claimed the repayment of the sum of 
£10 from the registrar on the ground that, 
as, under the Bankruptcy Act 1914 (Eng.), 


s. 37 (1), his title related back to 8 Sep- 
tember 1949, when the act of bankruptey 
was committed, the goods seized were 
vested in him and not in the bankrupt at 


the date of the seizure. (Cf. Common- 


wealth Act, s. 90.) 

Held (Chancery Division): a creditor 
who had received payment by virtue of an 
execution duly completed within the mean- 
ing of s. 40 (1) and s. 40 (2) of the Act of 
1914 (cf. Commonwealth Act, s. 92), was 
entitled to rely on the provisions of that 
section, which was not a wholly restrictive 
one, and, if he had completed the execution 
by seizure and sale before notice of the 
presentation of a bankruptcy petition or 
of an act of bankruptcy, ke was entitled to 
retain the money which he had received 
and was not affected by the provisions of 
s. 37 and s. 38 of the Act (ef. Common- 
wealth Act, ss. 90 and 91), and, therefore, 
the official receiver was not entitled to de- 
mand payment of the £10 received by the 
registrar. (Re Love; Ex parte Official Re 
ceiver (Trustee) v. Kingston-upon-Thames 
County Court Registrar, [1951] 2 Al ER 
321.) 
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MODEL ANSWERS 
by 
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and 
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FEDERAL INCOME TAX LAW AND PRACTICE—OCTOBER 1951 
The answers to examination questions which appear in this section are not official. 
They have been prepared by members of the Commonwealth Institute of Accown- 
tants, but have not been reviewed by the Board of Examiners. 


QUESTION 1: 
(a) Name the bases upon which the value of— 
(i) live stock; and 
(ii) inanimate trading stock, 
on hand at the end of the year of income may be 


ws) Must all live stock on hand at the end of 
the year of income be valued on the same basis? 

(c) Must the basis of valuation adopted for 
live stock on hand at the end of the first year of 
income be continued during the lifetime of the 
business f 
ANSWER : 

(a)(i) The value of live stock to be 
taken into account at the end of the year of 
income is, at the option of the taxpayer, its 
cost price or market selling value. Where 
the taxpayer does not exercise his option 
as prescribed by regulation, the value to be 
taken into account shall be the cost price. 

(ii) The value of each article of in- 
animate trading stock to be taken into ac- 
count at the end of the year of income may 
be, at the option of the taxpayer, its cost 
price or market selling value or the price 
at which it can be replaced. 

(b) Yes, all live stock on hand at the end 
of the year of income must be valued on the 
same basis. 

(ec) The taxpayer is precluded by the 
Act from changing his basis of valuation 
in subsequent years except with the leave 
of the Commissioner. 

Question 2: 

What dividends must be included in the assess- 
able income of — 

(a) a ‘‘resident of Australia’’; and 
(b) a ‘‘non-resident’’? 
ANSWER : 

(a) The assessable income of a resident 
shareholder in a company (whether the 
company is a resident or a non-resident) 


shall include dividends paid to him by the 
company out of profits derived by it from 
any source. 

(b) The assessable income of a non-resi- 
dent shareholder in a company (whether 
the company is a resident or a non-resi- 
dent) shaH include dividends paid to him 
by the company to the extent to which they 
are paid out of profits derived by it from 
sources in Australia. 


QUESTION 3: 

Explain whether the following items of income 
are exempt from tax under the Commonwealth 
Income Tax Assessment Act 1936-1950 :— 

(a) The proceeds of gold produced and sold 
in New Guinea by a ‘‘resident of Aus- 
tralia.’’ 

The profit derived from a pastoral pro- 
perty in the Northern Territory by a 
resident of Victoria. 

The profit derived from a trading busi- 
ness in the Northern Territory by a resi- 
dent of that territory. 

Dividends from an Australian company 
received by a resident of New Guinea. 
Interest on a loan to an American secured 
by a mortgage over a property in the 
United States of America where the in- 
terest is subject to American income tax. 


ANSWER : 

(a) Under the provisions of s. 23 (c) of 
the Act, the proceeds of gold produced and 
sold in New Guinea by a resident of Aus- 
tralia is exempt from tax provided the resi- 
dent is mining principally for the purpose 
of obtaining gold or gold and copper, in 
which latter case, the value of the output 
for gold must be not less than forty per 
cent of the total value of the output of the 
mine. 

(b) No, the exemption contained in s. 
23 (m) of the Act applies only to income 
derived directly and in the first place from 


(b) 


(e) 
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primary production, mining, or fisheries in 
the Northern Territory by a resident of 
that territory. As the profit is derived by 
a resident of Victoria, no exemption from 
tax is available. 

(ce) The exemption under s. 23 (m) ap- 
plies only to income derived directly and 
in the first place from the business of pri- 
mary production, mining, or fisheries. As 
the trading business does not fall within 
these categories, the exemption would not 
apply, even though the trading business is 
carried on by a resident of the Northern 
Territory. 

(d) Under the provisions of s. 7, the 
operation of the Act is extended to cover 
residents of the Territory of New Guinea, 
but only in respect of income derived from 
sources within Australia. Income derived 
by a resident of New Guinea from that 
territory would, however, not be subject to 
Australian tax. The extent to which this 


dividend would be subject to Australian 
tax would depend on the source of the 
profits from which the dividend was paid, 
i.e. if wholly Australia, the whole dividend 


will be taxable; partly Australia, only part 
of the dividend will be taxable. 

(e) Section 23(q) would apply to 
exempt the amount of the interest received 
as the interest is subject to American in- 
come tax. The exemption will only be 
gained, however, if the Commissioner is 
satisfied that the United States tax has been 
or will be paid. 


State, with reasons, whether the following losses 
and outgoings are deductible from assessable in- 
(a) The cost of removing plant from one 
factory site to another. 
(b) 

purchase new plant. 

The expense of travelling overseas to 
(d) Travelling expenses incurred by a pas- 
toralist in travelling from his home in 
Riverina. 

(e) The expense incurred in forming and in- 
for the purpose of carrying on a business 
of machinery merchants. 

ANSWER : 
Section 51 of the Act provides that all 


QUESTION 4: 
come :— 
The expense of travelling overseas to 
(e) 
purchase trading stock. 
Melbourne to his station property in the 
corporating a limited liability company 
(f) Interest paid on a bank overdraft. 
losses and outgoings to the extent to which 
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they are incurred in gaining or producing 
the assessable income or are necessarily in- 
curred in carrying on a business for the 
purpose of gaining or producing such in- 
come shall be allowable deductions, except 
to the extent to which they are losses or 
outgoings of capital or of a capital, private, 
or domestic nature or are incurred in rela. 
tion to the gaining or production of exempt 


income. 


Applying these principles to the 


eases mentioned, we find :— 
(a) The cost of removing plant from 


(f) 


one factory site to another would 
not be an allowable deduction 
from assessable income as it rep- 
resents expenditure of a capital 
nature. 

The expense of travelling over- 
seas to purchase new plant would 
not be an allowable deduction as 
again it is an expense of a capital 
nature. It could, however, be 
added to the cost of the plant and 
a deduction gained over the life 
of the plant in the form of depre- 
ciation. 

As the expense of travelling over- 
seas to purchase trading stock is 
incurred for the purpose of pro- 
ducing or gaining assessable in- 
come, this expense would be an 
allowable deduction. In addition, 
subsection 2 of s. 51 places this 
expense beyor.d doubt as an allow- 
able deduction. 


Travelling expenses of this nature 
are not deductible even where the 
place of business is remote from 
the taxpayer’s home. This expense 
is of a private nature even though 
it ean be demonstrated that the 
expense was necessarily incurred 
in carrying on the pastoral busi- 
ness. 


Expenses of formation of a limi- 
ted liability company would not 
be an allowable deduction, as they 
are of a capital nature incurred 
prior to the company being in 8 
position to gain or produce assess- 
able income. 

Interest paid on an_ overdraft 
would depend on the purpose for 
which the overdraft has been 


(Continued on page 137) 
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obtained. If for business purposes 
only, then it would be an allow- 
able deduction as being neces- 
sarily incurred to carry on busi- 
ness; whereas if for private pur- 
poses, it would not be an allowable 
deduction in terms of s. 51. 

QUESTION 5: 

Where a taxpayer purchases property as a 
speculation what must he do to ensure that any 
loss he may incur on the transaction will be allow- 
able as a deduction from assessable income? 
ANSWER : 

Section 52 of the Act provides that no 
deduction shall be allowed in respect of a 
loss incurred on property purchased as a 
speculation, unless the taxpayer, not later 
than the date upon which he lodges his first 
return of income after having acquired the 
property notifies the Commissioner that 
the property has been acquired by him for 
the purpose of profit making by sale or for 
the carrying on or carrying out of any 
profit-making undertaking or scheme. An 
exception is made, however, where the Com- 
missioner, being satisfied that the property 
was acquired for the above purpose, other- 
wise directs. 

QUESTION 6: 

Able purchases a motor car for use in his busi- 
ness on 1 July 1945 for £1000. Depreciation is 
allowed at the rate of ten per cent per annum on 
cost. On 1 July 1950 he sells the car. Assuming 
the sale price of the car to be— 

(a) £1200, 

(b) £800, 

{c) £300, 
show how the consideration received would be 
treated in Able’s assessment for the year of in- 
come ended 30 June 1951. 
ANSWER: 

The disposal of depreciated property is 
provided for by s. 59 of the Commonwealth 
Income Tax Assessment Act 1936-1950. 
This provides that if the consideration re- 
ceived on the sale exceeds the depreciated 
value, such excess, to the extent of the de- 
preciation previously claimed in respect of 
the property, shall be assessable. It is im- 
portant to notice that no greater amount of 
profit than the amount of depreciation 
claimed shall be subject to tax. This means 
that any sums received in excess of the 
original cost will not be assessable to tax, 
because they are regarded as accretions to 
capital. Where the consideration is less 
than the depreciated value the loss will be 
an allowable deduction. 
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Applying these principles, the considera- 
tion received would be treated in Able’s 
assessment as under :— 

Purchase price 

Less 10% per annum de- 
preciation on cost for 
five years ; ; 


£1000 


500 
£500 

(a) Consideration received, £1200. Profit 
on sale, £700. Assessable income will in- 
clude £500, being depreciation previously 
allowed as a deduction. £200 is a capital 
accretion. 

(b) Consideration received, £800. Profit 
on sale, £300. Assessable income will in- 
elude £300, being portion of depreciation 
previously claimed. 

(ec) Consideration received, £300. Loss 
on sale, £200. This loss is an allowable de- 
duction. 

QUESTION 7: 

Describe the conditions precedent to the allow- 
ance of a deduction for bad debts. 
ANSWER: 

Section 65 of the Commonwealth Income 
Tax Assessment Act 1936-1950 provides 
that debts which are bad and are written 
off as such during the year of income and 

(a) have been brought to account by 
the taxpayer as assessable income 
of any year; or 

(b) are in respect of money lent in the 
ordinary course of the business of 
the lending of money by a tax- 
payer who carries on that busi- 
ness, 

and no other bad debts shall be allowable 
deductions. 
QUESTION 8: 

Baker has an annual salary of £2000. He also 


carries on a business of gold mining, the results 

of which are:— 
1950-1 
1951-2 
1952-3 Profit £400 
1953-4 .. .. Profit £1200 

What will be Baker’s taxable income in each of 

the above years? 

ANSWER: 

Section 77 of the Commonwealth Income 
Tax Assessment Act 1936-1950 provides 
for the deduction of a loss incurred in the 
year of income by a taxpayer in carrying 
on in Australia a business the income from 
which, if any, would be exempt income. 


Depreciated value of car 


£800 
£100 


Loss .. 
Profit 
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The section further provides that where 
such a loss is deducted any profits derived 
from the exempt business in the three next 
succeeding years shall be brought to ac- 
count as assessable income to the extent of 
the loss previously claimed. 


Thus Baker’s assessable income would 
be as follows :— 


1950-1— + 


Salary of £2000 less allowable 
deduction £800 = taxable in- 


come . £1200 


1951-2— 
Salary of £2000 plus exempt 
income £100 = taxable income 


1952-3— 
Salary of £2000 plus exempt 
income £400 = taxable income 


1953-4— 
Salary of £2000 plus exempt 
income to extent of £500 — 
taxable income £2300 
QUESTION 9: 


A premium of £5700 is payable for a lease of 
business premises for ten years from 1 July 1949. 
The premium is paid £3000 on 1 July 1949, and 
£2700 on 1 July 1950 

Show how these payments will be treated in the 
assessments of the lessee for the years of income 
ended 30 June 1950 and 1951. 


ANSWER: 


Section 88 provides that where a tax- 
payer has paid a premium or any premium 
in respect of premises used for production 
of assessable income, a proportionate part 
of the premium paid arrived at by dis- 
tributing that amount over the term of the 
lease unexpired at the date the premium 
was paid, shall be an allowable deduction. 


Applying these principles to the facts of 
the question :— 


Year ended 30 June 1950— 
1/19 of £3000 = allowable deduction £300 
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Year ended 30 June 1951— 


1/19 of £3000 .. £300 


Yo i 


= allowable deduction £600 


(Period unexpired when second premium 
paid = 9 years.) 
QuEsTION 10: 

(a) What follows upon a partnership being s0 
constituted that a partner ‘‘has not the real and 
effective control and disposal of his share of the 
net income of the partnership’’? 

(b) When is a partner deemed ‘‘not to have the 
real or effective control and disposal of any money 
received by him’’? 

ANSWER: 

(a) Such a partnership will come within 
the scope of s. 94 of the Act. This provides 
that the Commissioner may assess the part- 
nership with the additional amount of tax 
which would have been payable if the share 
of such partner had been received by the 
partner or partners who have the real and 
effective control and disposal of that share 
of the income. 

In illustration of the foregoing, assume 
A and B share profits equally. The net 
income of the partnership amounts to 
£2000, and B is deemd not to have the real 
and effective control and disposal of his 
share of the partnership income. A and B 
have no separate income and are not en- 
titled to any allowable deductions. 

Tax payable by A on his share of the net 
income (£1000) would be (say) £200. 

The additional amount of tax which 
would have been payable by A if B’s share 
had been added to and included in A’s 
income is— 

Tax on £2000 (say) . ae 

Amount — by A (as 
above) .. . as on ee 

Additional levy ‘ound “ 
nership .. . £250 


——— 


(b) A partner shall be deemed not to 
have the real and effective control and dis- 
posal of any money received by him which 
is applied to meet the private and domestic 
obligations of any other partner. 
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Section 28 of the English Larceny Act 
1916 provides that ‘‘every person who shall 
be found by night... (4) IN any building 
with intent te commit any felony therein: 
shall be guilty of a misdemeanour .. .’’ 


In an early End Page note—‘‘On Being 
In’’—I cited the case of a man who was 
seen half-way up some piping at the side of 
a building with his foot on the junction of 
two pipes and his head and shoulders near 
a window. Apparently, he had one of his 
hands through the window for the purpose 
of pulling himself into the building. The 
English Court of Criminal Appeal held 
that as Mr. Parkin had been found not IN 
the building—but outside it, trying to get 
in—he was not guilty of an offence against 
s. 28 (4). 

On 10 January 1951, about midnight, 
two policemen saw Mr. Robert James 
Lumsden cross the New Kent Road, walk 
into an alley by the side of a cinema 
theatre, and enter a recess in which was the 
doorway of one of the side exits of the 
theatre. Two minutes later the officers saw 
a light appear, and when they got to the 
exit doors they were both open. They went 
inside and searched, but they did not find 
Mr. Lumsden, so they kept observation on 
the alley, and some time afterwards one of 
the officers saw Mr. Lumsden running at 
full speed through the open doorway. The 
officers pursued Mr. Lumsden and caught 
him after a two hundred yards’ chase, but 
he at once denied that he had ever been 
near the cinema. Mr. Lumsden ‘‘got’’ six 
months, but appealed to the Court of 
Criminal Appeal. He won his appeal 
({1951] All E.R. 1101). The Court said: 
‘“‘Applying that [Mr. Parkin’s case] to 
this case, we have here no evidence fit for 
the consideration of a jury that the appel- 
lant was found in the building. There may 
be evidence from which it would be reason- 
able to infer that he must have been in it 
from the fact that he was seen coming out, 
but that is not the proper interpretation 


of this statute. ‘Found in’ does not necegy 
sarily mean that he must be caught or ap 
prehended in the building, or that the? 
finder should be in the building as well ag? 
the person who is charged with the offence, 
but the sub-section must mean that, if 
person is to be convicted of an offence® 
under it, there must be clear and unmig) 
takable evidence that he has been, as the” 
sub-section says, found in the building) 
There was no such evidence in this case,” 
The evidence could have been reasonably 
interpreted as showing that the appellant} 
had been inside the building, but there was) 
no evidence from either police officer that) 
he had been seen in the building. He had} 
been seen at the doorway, but that was no) 
evidence that he was found in the building, 
In those circumstances this Court has come® 
to the conclusion that this conviction must” 
be quashed.’’ 3 
These criminal lawyers are bright lads 9 
One of them is a friend of mine. He is a” 
big jolly chap without a care in the world, 
He laughs: ‘‘ Who says crime does not pay?™ 
Look at me!’’ 
Taxation Trivia 
The following extracts are taken from) 
the depressing pages of Hansard’s report § 
of the speeches in the House of Commons 
on the 1951 Finance Bill :— 
.. High taxation does more than hit a4 
man’s s pocket—it leaves a scar on his think 7 
ing and on. his character...’’ (David® 
Eccles, M.P. for Chippenham). 5 
‘*.,. the Commissioners of Inland Rew 
enue...that cloistered body of Torque | 
madas . ”? (abid.). : 
All taxpayers are human, and many 
of them are no worse than the ‘monkey in 
the zoo on whose cage the notice reads 
‘This animal has a bad disposition. Wheat” 
he is attacked he defends himself’. 

_The Inland Revenue motto is ‘There | 
is more rejoicing in Somerset House over) 
one evader that is made to repent than over 
the 999 just persons who pay their taxes’ i 

.”’ (Oliver Lyttelton). 3 











